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October, 1945 
THE EXCESS PROFITS TAX: 
Part Two: Some Economic AND Po.iticaL ASPECTS 


B. U. RATCHFORD 
Duke University 


In the first paper of this series' an attempt was made to trace the growth of 
the present excess profits tax and to summarize its principal economic character- 
istics. This second and final paper is devoted to an examination of some of its 
economic and political aspects and to a discussion of some considerations which 
should govern its repeal. In such a limited space it is obviously impossible to 
give anything approaching an exhaustive appraisal of the tax. Rather, the 
purpose here is to study briefly a few of the more important aspects of the tax 
with the particular purpose in mind of deriving some guides to future policy. 
So we will consider in order the following aspects of the tax: some data on the 
volume and distribution of tax payments; some economic effects; some political 
implications; and some factors which should affect the timing and method of 
repealing it. Finally, somewhat as a case study, we examine the movement, 
made shortly after the end of the European war, to ease the terms of the tax. 


I 


Let us see first who pays excess profits taxes. From 1934 through 1941 the 
number ot active corporations which filed annual income tax returns with the 
Federal Treasury fluctuated around 470,000; in 1942 it dropped to 442,665." 
The number of taxable excess profits tax returns since 1940 is shown in TableI. 
The drop in the estimated figure for 1944 was due almost entirely to the increase 
in the specific exemption from $5,000 to $10,000. Since corporate earnings were 
approximately equal in 1943 and 1944, this would indicate that about 17,000 
corporations, or 25 per cent of the total, paid excess profits taxes of $5,000 or 
less in 1948. 

The above figures show that at the peak in 1943 only about 15 or 16 per cent 
of all active corporations paid excess profits taxes. In 1944 the figure was 
between 12 and 13 per cent. Roughly, then, with a $10,000 exemption, only 
about one corporation in eight is liable under the tax. 

In its analysis of 1942? data the Bureau of Internal Revenue classifies tax 
returns according to the size of their adjusted excess-profits net income. The 


1 Part One: Development and Present Status was published in the SOUTHERN ECONOMIC 
JOURNAL, for July 1945. 

1a Treasury Department Press release No. 44-54, Dec. 31, 1944, p. 22. 

2 This was the first year to which the 90 per cent rate applied and is also the last year 
for which anything approaching complete data are available. 

3 Treas. Dept. Press Release, op. cit., p. 20. 
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top five brackets of that classification include only 312 corporations, or 0.58 per 
cent of the total of 54,002, yet their excess profits tax liabilities before credits 
were 41.7 per cent of the total. The top nine brackets of that table cover 1,598 
corporations, or 2.9 per cent of the total, but their tax liabilities were 66.8 per 
cent of the total. At the other extreme, the group of corporations with the 
smallest tax payments numbered 31,039, or 57.5 per cent of the total and their 
liabilities constituted only 2.3 per cent of the whole. The average tax payment 
of the corporations in this group was $6,484. These figures disclose an unusually 
heavy concentration of income and tax liabilities in the largest corporations. 

A different comparison shows the importance of excess profits tax payments in 
relation to total corporate earnings. In 1942 there were 269,942 corporate 
income tax returns which showed net income. Their aggregate net income 
before taxes was $24,052,358,000. The 54,002 corporations which paid excess- 
profits taxes had aggregate excess-profits net income (which is slightly different 
from and somewhat lower than ordinary net income) of $17,084,370,000. Against 
this there were aggregate excess-profits credits of $5,901,216,000. Specific 
exemptions and certain minor adjustments brought the total offsets to 


TABLE I 


NuMBER oF TaxABLE Excess Prorits Tax REetTuRNsS FILED WITH THE UNITED STATES 
TreEasuRY, 1940-44 





DODD, cncicresvesensunsavtsnasd pocvtdyesndcahendeedooe ene ien 13,440 
BR ies wetsindocsdxsaeinengueaen dead asks ienbige comin 42,412 
BE, on ininsnkvovcvescnsndaswaceenaseesuadacdeewket poumesexeneree ne 54,002 
BB io 5 cinsiivne vvsese ovis naa pasevvensennissdubedaiuencteosbetniell ae 68 ,000* 
WI ion visasiebacukacencveesedchauniigerenenbegdl decsbeniiaacmenale 51,000* 





Source: 1940-42, Treas. Dept. Release, op. cit., p. 22. 
* Estimates; The New York Times, May 12, 1945, p. 8. 


$6,589,703 ,000, leaving an adjusted excess-profits net income of $10,494,667 ,000- 
This was the effective tax base, against which the tax rate was applied to give a 
total tax liability of $8,616,384,000.4 Thus while only about 15 per cent of all 
corporations paid the tax, nevertheless the tax took scmewhat more than one 
third of all corporate earnings before taxes. 

Of greater interest and significance than any of the above would be an analysis 
of excess-profits-tax payments by industrial groups. At the present time, 
however, the Bureau of Internal Revenue has not yet made available its tabula- 


tion of such figures for the year 1942, the first year in which the tax was really 
important. 


It 


Economists are, quite naturally, keenly interested in the economic effects of 
the excess profits tax. This is a very large subject. It includes, for example, the 


4 Since the tax rate was 90 per cent in 1942 it might appear that the total taxes should 
have been larger. However, as pointed out in the previous article, 1942 was the first year 
under the 90 per cent rate and those corporations with fiscal years different from the calen- 
dar year were not subject to the full rate. 
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effects of the tax on the fiscal policies of corporations. One particular illustra- 
tion of that is the extent to which a corporation should pay cut its earnings as 
dividends. A small corporation which is using the invested capital method of 
computing its tax is assured that, so long as it remains subject to the tax, it can 
realize a saving equal to 7.6 per cent (95 per cent of 8 per cent) on any earnings 
which it leaves in the business. Thus even if the funds are left completely idle 
they would net the company a good return. Such a consideration must obviously 
affect dividend policy. 

Another large and important topic is the effect of the tax upon corporate 
mergers, consolidations, etc. This has often been discussed and was men- 
tioned in the first paper. Randolph Paul has termed this an “Uneconomic 
Compulsion” and stated that “it is not a natural economic development for a 
finance company in New York with a large unused excess-profits credit to 
combine with a war-profitable bus company in Texas.’ 

These and many other similar problems® must be carefully studied and 
analyzed before we can have any adequate idea of the economic effects of the 
tax. Such analyses, however, must be based upon many case studies, the 
facilities for which are not at the command of this writer. The more modest 
purpose of this section is to discuss briefly some of the broader, general economic 
effects of the tax upon the economic system. 

Almost every writer who has tried to analyze the economic effects of a high-rate 
excess-profits tax has called attention to the fact that such a tax stimulates waste 
and extravagance and promotes inefficiency. One excellent study of recent 
date summarizes it as follows: 


...any firm which is earning profits which are in excess of the standard profits has no 
financial incentive to increase its production or its efficiency since these can have no 
reaction upon the amount of the profits which it is permitted to retain for itself. Worse 
than this, insofar as its profits exceed the standard, a cushion is provided which will protect 
the proprietors against any fall in profits consequent on increased costs or diminished 
efficiency in working, so that even the level of efficiency already reached is undermined. 
Over a large range of industry . . . the profit motive is entirely suspended and in a capitalist 
society whose structure is largely based upon motives of private gain this is bound to be 
very dangerous indeed. 





5 “Uneconomic Compulsions of Corporate Taxation’’, Termination and Taxes, Papers 
presented at the Fifty-Seventh Annual Meeting of The American Institute of Accountants. 
New York, 1944, p. 86. 

6‘ Thus, for example, one writer states: ‘‘The liquidity of particular banks may also 
be affected by taxation, especially with the high rates now in force. Certain of the larger 
banks of the country are today subject to excess profits taxation at or near the maximum 
level of rates. Out of the additional net return such banks might derive by purchasing 
securities of longer average maturity, the government would take up to 95 per cent. Al- 
though the bank may see no need for being as liquid as it now is, it may nevertheless feel 
that the net addition to profits after taxes would not be sufficient to justify holding less 
liquid assets. Indeed, if it were not for the patriotic incentive to lend as fully as possible 
to the government, the bank might prefer to hold cash rather than acquire any sort of earn- 
ing assets except, possibly, tax-exempt securities.’’ Whittlesey, Charles R., Bank Liquidity 
and the War. (National Bureau of Economic Research, Occasional Paper 22) New York, 
1945, p. 38. 
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... the tax falls upon the margin, it takes away the reward from that extra amount of 
energy which a man is in doubt whether to exert or from that extra degree of risk he is 
considering whether to take.’ 


Among other things, this weakening of the pressure fer efficiency lowers the 
resistance of employers to wage increases and may well lead business firms to bid 
against each other to get or retain skilled workers. To the extent this occurs it 
stimulates inflation. This bidding up of wages and costs is serious enough for the 
whole economy in time of war but it may be fatal to business firms after the war, 
for cost structures are notoriously inflexible on the downward side. 

The sole purpose of the postwar refund of a part of the excess-profits tax is to 
counteract in part this tendency toward inefficiency and waste. The central 
idea is that the refund gives the businessman some incentive to hold down costs 
and to keep on expanding production. At the same time he does not have the 
funds to use for inflationary purposes during the war. In Great Britain the 
rate of the tax is 100 per cent and the refund, 20 per cent; in the United States in 
1942-43 the tax rate was 90 per cent and the refund, 10 per cent. This gave 
effective rates after refund which were almost exactly equal in the two countries. 
With the rise of the rate to 95 per cent in the United States in 1944 our effective 
rate became slightly higher. 

In time of war, when the government is monopclizing the capital market, a 
high-rate excess-profits tax is a strong factor working to maintain the status quo 
in the business structure. The extent to which business firms can expand out 
of earnings is limited because their earnings are limited. They cannot sell 
large amounts of securities on the market; perhaps none without government 
approval. The result is that most new investment which takes place must come 
about with the consent and/or the financial aid of the government. This is 
both proper and necessary if there is to be an efficient industrial mobilization, 
but nonetheless it may be irritating and distasteful to the business world. 

If a substantial, permanent rise in the price level takes place while an excess 
profits tax is in effect it will result in a substantial depletion of business capital. 
As one group of writers has expressed it, “the ‘profits’ calculated by ordinary 
accounting processes are swollen under inflation by sums which, economically 
considered, are capital rather than income.’ Under these conditions, ‘an 
excess profits tax begins to acquire some of the characteristics of a capital levy, a 
rather bad sort of capital levy.”® The reason is rather obvious. Depreciation 
is based upon the original cost of equipment. If, when that equipment has to be 
replaced, its cost has doubled, the accumulated depreciation funds will not be 
sufficient to cover the costs. The firm then will have either to raise new funds 
or to reduce the scale of its operations. If the price rise is steep and the tax 


7 Moult, Frank G. The Economic Consequences of the Excess Profits Tax, London, 1943, 
p.37. The author here is discussing the English tax with its 100 per cent rate. For another 
good discussion of this same topic see J. R. Hicks, U. K. Hicks, and L. Rostas, The Taxation 
of War Wealth, Londen, 1941. Chap. VI. 

8 Moult, op. cit., p. 37. 

® Hicks, et al., op. cit., p. 57. 
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heavy, the same dilemma may arise in regard to working capital. For these 
reasons depreciation rates receive careful attention when excess profits taxes are 
being levied. 

Another significant effect of excess profits taxes is the great change which 
takes place in the position of the common stockholder. When a firm is earning 
well beyond its excess-profits credit the stockholders have very little interest in 
those increased earnings for they can never receive more than a minute part, if 
any, of them. On the other hand, the stockholders are not affected if there is a 
substantial decline in the earnings; the only loser is the government. The 
government has, in effect, become the residual owner of the business and the 
common stockholders have been pushed up into a position resembling that of 
preferred stockholders.!° The adoption of the carry-back might be compared 
roughly to giving the common stockholders the right to cumulative dividends 
for a period of two years after earnings fall below the excess-profits credit. 


TABLE II 
QuARTERLY INDEX oF PrRoFITs oF ENGLISH COMPANIES 
(After taxes; average for 4 quarters of 1938 = 100) 











QUARTERS 
YEAR 
I 84 lll | Iv 
1939 98 .33 98.51 97 .36 98.35 
1940 101.20 99.68 102.00 99.49 
1941 96.20 98 .83 95.90 97.00 
1942 100.50* 98 .70* 101 .60* 








* Provisional. 
Source: Moult, op. cit., p. 63. 


The extent to which profits available for common dividends (i.e., profits after 
taxes) were stabilized by the excess-profits tax is vividly shown by the figures 
for Great Britain. Table II shows those figures for the years 1939-1942. 

Table III gives, for American corporations, one index of profits before taxes 
and two of profits after taxes. For each series the base is the average of the 
quarterly figures for that series for the four quarters of 1940. 

The figures for the United States show much less stability than do those for 
Great Britain. There are probably several reasons for this: here the tax was 
applied gradually instead of suddenly as in Great Britain; our law allows a 
choice between the invested capital and the earnings bases of computing credits; 
and our law contains more relief provisions and exemptions. Nevertheless, 
the figures for profits after taxes in the United States show a considerable stability 
after the middle of 1942. The two series of data from the Survey of Current 


10 In this connection Moult states: ‘‘The holder of equities now has what is, in effect, a 
fixed-interest paying security for the duration of the war, the Government takes the excess 
over the prewar level and he is cushioned against a fall by the operation of the suspense 
accounting provisions.” Op. cit., p. 64. The suspense accounting provisions are similar 
to our carry-back. 
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Business in Table III show that profits after taxes reached their peak in the 
fourth quarter of 1942 and thereafter remained quite stable within the limits of 
181-192, while profits before taxes continued to rise to a considerably higher 
peak in the second quarter of 1943. The figures computed by the Federul 
Reserve Bulletin are remarkably stable after the middle of 1942 except for the last 
quarters of 1942 and 1944; those irregularities were probably caused more by 
accounting adjustments than by fluctuations in actual earnings figures. 


TABLE III 
QUARTERLY INDICES OF CORPORATE EARNINGS 1N THE UNITED States, 1940-1944 
(Average of four quarters of 1940 = 100) 





YEAR I Il Itt IV 





Survey of Current Business—Before Taxes 





1940 79.7 87.6 97.1 135.6 
1941 142.5 185.0 216.5 240.8 
1942 240.6 259.8 288.5 292.9 
1943 304.0 317.0 313.3 301.1 
1944 314.4 





Survey of Current Business—After Taxes 





1940 79.5 86.6 97.0 137.0 
941 107.7 142.3 167.8 187.1 
1942 154.7 167.6 189.6 192.4 
1943 181.5 189.2 187.8 181.1 
1944 182.6 





Federal Reserve Bulletin—629 Large Industrial Corporations After Taxes 

















1940 92.8 90.7 87.1 129.4 
1941 112.2 120.8 123.2 121.0 
1942 92.2 80.1 99.2 122.6 
1943* 96.1 97.0 102.1 105.8 
1944* 99.4 102.1 105.2 116.2 





* Subject to revision, especially for war producers whose contracts are under renego- 
tiation. 

Sources: Survey of Current Business, July, 1944, p. 6; Federal Reserve Bulletin, Jan., 
1944, p. 80; April, 1945, p. 368. 


A striking contrast between the two series for profits after taxes is the difference 
in the levels at which the two became relatively stable. The figures from the 
Survey of Current Business are estimates for all corporations in the United States; 
they stabilized between 180 and 190. The figures published by the Federal 
Reserve Bulletin are computations of the profits of 629 large industrial corpora- 
tions; those figures stabilized around 100." A major part, although not all, 


11 In the same way, the estimated profits of all corporations after taxes increased from 
1941 to 1942 by approximately 11 per cent; during the same period the profits of the 629 
large industrial corporations fell by 17.4 per cent. 
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of the difference is due to the fact that the net income of railroads is included in 
the former, but not in the latter, series. In 1943 the net income of railroads was 
almost 700 million dollars greater than in 1940.2 Elsewhere the Bulletin has 
constructed another index of earnings which shows the effects of including 
railroad income. This index meegsures the net income of 2,239 leading corpora- 
tions, including railroads and public utilities. With 1940 as a base, the annual 
index numbers were 1939, 84; 1940, 100; 1941, 120; 1942, 120; 1943, 125.% 
After allowing for railroad income, the remaining difference is explained by two 
factors. One is the fact, explained below, that during the war small corporations 
have increased their earnings more than large ones. The other factor is the 
difference in the definition of profits used by the Department of Commerce 
and by the Bulletin. 

One other economic effect of the excess-profits tax which should be noted is its 
effect in curbing inflation. It tends to restrain inflation in three important ways. 
First, it tends to reduce private spending because it reduces disposable incomes." 
Second, it reduces business spending out of undistributed profits. Since such 
spending constitutes new investment it is “high-powered” or strategic spending 
and exerts a strong inflationary influence. A firm control here can do much to 
prevent the forces of inflation from expanding and multiplying.“ Third, the 
tax largely deprives corporations subject to it of any incentive to raise the prices 
of their products; nearly all of the increased profit margin would go to the 
government. This consideration would be especially important to those cor- 
porations whose products have well-established and nationally-advertised price 
lines. Such concerns would be reluctant to incur the ill-will of consumers for the 
small net gain they would realize from a price increase."® 

Over against these considerations, which tend to hold prices down, there must 
be set the tendency of the tax, previously noted, to encourage wage and cost 
increases. If costs eventually rise to the point where a corporation is no longer 
subject to the tax, it would then have a real incentive to raise prices.'7_ But the 
rise in costs will occur only over a period of time and is not certain, especially if 
firm and intelligent legislative controls are applied, while the restraining effects 
are definite and immediate. So while not all of the effects of the tax are exerted 
in the same direction, it would seem that the net effect is definitely to slow up 
and to restrain inflation. 


12 Federal Reserve Bulletin, April, 1945, p. 368. 

13 Tbid., July, 1944, p. 639. 

14 Hicks, et al., op. cit., p. 55. 

18 Of course, if it were possible to expand production without limit, the increased produc- 
tion which would result from the expansion would effectively limit inflation, but it is 
assumed here that the demands of war prohibit any appreciable expansion of civilian 
production. 

16 In this connection, it may be true that the prices of some civilian goods have been kept 
down by the profits made on military goods. If a large company makes both classes of 
goods and realizes large profits cn the military articles, the tax may make it worth while to 
keep the price of the civilian articles down. 

17 Jt would seem that in recent years the steel industry in the United States has ex- 
perienced developments similar to these. 
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The economic effects were not the only, perhaps not the major, reason for the 
adoption of the excess profits tax. The full, speedy, and efficient mobilization of 
industry for war required liberal prices to producers; the pressing emergency 
permits of no close bargaining, no haggling. Yet with industry producing to the 
limit of its capacity for an assured market, and at liberal prices, there must be 
large profits. But there is a very strong public sentiment opposed to any group 
making large profits out of war. The renegotiation of contracts is a recent 
practice devised to meet this problem, but it can be applied only to holders of 
government contracts and even with them it is not fully satisfactory. Price 
control, also, is a partial solution but it has many limitations and weaknesses as a 
device for controlling the profits of individual companies. 

One group of writers has summed up these considerations in this way: 


The inequality of incomes is always one of the sore spots of modern society; when 
severe sacrifices have to be imposed on all classes, inequality of sacrifice may become a 
danger to national unity. New inequalities, which have not even custom and familiarity 
to recommend them, are less to be borne than old. The sense of unfairness is particularly 
aroused when the high incomes are earned, not by those who are in the centre of the war 
effort, but by those who are on the edge of it. . . . It is not the soldier who needs an eco- 
nomic incentive, but the civilian wage-earner; not the manufacturer of munitions, ... 
but the producer who is less thoroughly controlled. . . .1 


Given our present political temperament, seme kind of an excess profits tax 
was inevitable in this war; general considerations of fairness and equity demanded 
it. If such a tax is properly drawn and administered it can do much to bring 
about a greater equality of sacrifice and to maintain national unity and morale. 

A section of the public which has a special interest in the profits of industry is 
represented by organized labor. In time of war great and unusual demands are 
made upon industrial workers: they are asked to work longer, faster, and at new 
and difficult jobs; they are required to submit to wage controls; and they are 
asked to forego their right to strike. Since these demands are made at a time 
when organized labor would otherwise stand to profit greatly from the acute 
manpower shortage, labor properly asks that no other group be allowed to 
profit from their sacrifices. As one writer has expressed it, if workers were to 
give their best efforts for war production it was necessary for them to be assured 
that their efforts would not enrich the manufacturers; so the excess-profits tax 
was a politico-economic necessity, ‘‘a sine qua non of national unity.’’!® 

Thus, politically as well as economically, the excess profits tax is an important 
link in the general scheme of controls. If it is removed Jabor can and will demand 
that wage controls also be removed, and it is almost a political certainty that 
such a demand would have to be met. If those two controls were removed, the 
farmers would then have a strong reason for demanding that price controls be 
removed from farm commodities. If the movement should progress that far, 
the anti-inflation front would be shattered and inflation would have a clear field. 


18 Hicks, et al., op. cit., p. 5. 
19 Moult, op. cit., p. 62. 
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IV 


Should the excess profits tax be repealed? If so, how and when? These 
questions will be the subject of long and intensive discussions in the near future. 

The answer to the first question is easy; there is nearly universal agreement 
that our permanent peacetime tax structure should not include an excess profits 
tax.2° Although there is no real issue here, we may note briefly the reasons for 
this general agreement. First, the basic cause for, and justification of, the 
tax will pass with the war emergency. Second, with the passage of time the 
nature of the tax would change. As we get farther and farther away from the 
base period, the computation of the tax would have to be based more and more 
on invested capital, which is inherently a more arbitrary method; the tax would 
become more of a “high profits” tax rather than a ‘“‘war profits” tax.2" Third, 
in time of peace the tax would be very difficult, if not impossible, to administer 
and abuses and evasion would increase greatly.” Fourth, and perhaps most 
important, the tax is contrary to, and inconsistent with, a system of free private 
enterprise. If the provisions are at all severe, the tax is a distinct impediment 
to investment, which has become the most acute and most significant problem of 
modern industrial economies. 

The real controversy is developing over the time and method of repealing the 
tax. Organized business is almost unanimous in its demand that the tax be 
repealed immediately after the fighting stops. This demand will receive— 
indeed, already has received—very strong political support not only because of 
the large number of powerful pressure groups advancing it but also because of the 
claims that it will speed reconversion, stimulate investment and employment, 
encourage new and small businesses, etc. 

In this connection the disposition of the carry-back presents a troublesome and 
somewhat embarrassing complication. If the whole section of the Internal 
Revenue Code which levies the excess profits tax is repealed, the carry-back would 
naturally be repealed also. But the carry-back was designed to take the place of 
special reconversion reserves in that it will cover those war costs which are 
incurred after the war is over.*4 If it is repealed when the fighting stops this 


20 For example, Professor Heer, in a study of four of the most prominent postwar tax 
plans states, ‘“‘All groups agree on the desirability of eliminating the war excess-profits 
tax...’ “Styles in Postwar Taxation’’, The Bulletin of the National Tax Association, 


Dec., 1944, (XXX, No. 3) p. 68. See also: The Chicago Association of Commerce, Federal Va 


Postwar Taxation: A Review of Significant Proposals, Chicago, 1944, pp. 37-41. 

21 See: Hicks, et al., op. cit., Chap V. In this connection it should be noted that if the 
tax is continued it will not be possible to select and use a later base period, for the profits 
in any such period will be greatly affected by the tax. 

2 Ibid., pp. 44-45. 

23 See, for example: National Industrial Conference Board, ‘‘Carry-Back, Carry-Over, 
and Refund Provisions” (Studies in Business Policy, No. 4) New York, 1945, pp. 5, 9. 

4 Ibid., pp. 5, 9; Austin, Maurice, ‘‘Implications of the Carry-Back and Carry-Forward 
Provisions’, Termination and Tazes, pp. 81-82. Here it is necessary to remember that a 
firm need not lose money in order to profit by the carry-back provision. If in any year it 
fails to earn as much as its excess-profits credit it can, if it has paid an excess-profits tax in 
either of the two previous years, carry back the difference to the previous year, recompute 
that year’s tax, and claim a credit allowance on its present tax liability or a cash refund. 
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purpose will in large measure be defeated and many companies will be subjected 
to severe hardships. Confronted with this dilemma, organized business is 
demanding that the tax be repealed immediately after the end of the war but 
that the carry-back be continued for two years thereafter. This is a weak 
and vulnerable position, both logically and politically. Logically, if certain 
unusual costs arising after the fighting stops are to be regarded as war costs, then 
large, unusual profits resulting from high prices and short supplies in the imme- 
diate postwar period must also be regarded as caused by the war. Indeed, no 
one could successfully deny that, economically, large profits made from the 
production of civilian goods during the ‘‘catching up” period are as truly the 
result of the war as are the profits made on the production of munitions. The 
position is weak politically because a continuation of the carry-back after the 
repeal of the tax is likely to give rise to charges of favoritism to business and 
stimulate demands for similar concessions from other groups—if not for some 
form of reprisal against business. In the chaotic postwar period it would be 
quite possible that the Treasury should be paying out large refunds to some firms 
while other firms were making exorbitant profits without any liability for excess 
profits taxes. Indeed, it would be entirely possible for the same firm to obtain 
large refunds one year and to make large profits the next. 

In any event, there are likely to be serious abuses of the carry-back provision 
in the postwar period. The one most often mentioned is that business firms will 
attempt to make unusually heavy depreciation charges, or make heavy outlays 
for experimentation and research, or spend heavily for the promotion and 
advertising of new products and charge them against the years to which the 
carry-back will apply. Another possibility is that corporations which were 
organized especially for war activity and for which there is no further need 
may delay liquidation for two years in order to collect refunds. As one writer 
has pointed out, if the equipment was installed under Treasury certificates of 
necessity, full value would already have been written off as depreciation and any 
value remaining would be clear profit in addition to the refund.” If the tax were 
repealed, the assets could be sold to a new, affiliated corporation which could 
then use them to make large profits free of the tax while the old company was 
collecting the refund. 

What, then, are the considerations which should govern the timing and the 
method of repealing the tax? First, it cannot be emphasized too strongly that, 
from the economic standpoint, the war emergency does not end with the fighting. 
In fact, it is almost certain that the greatest economic problems and the greatest 
danger of inflation will come in the immediate postwar period.2” For this there 


25 National Industrial Conference Board, op. cit., p. 5, 9. 

26 Austin, op. cit., pp. 82-83. 

27 << |. far more than during the war, [the postwar period] is a time when there is a danger 
of a great and disorderly increase in business spending—business spending on the renewal of 
equipment. Such renewal has become urgently necessary, but it is most desirable that it 
should proceed in an orderly manner; excessive haste over the renewal which is necessary 
for the restarting of peace-time industry is the main cause of the postwar boom. Thus it 
would clearly be uneconomic to repeal the excess profits tax at this stage, putting nothing 
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are many reasons: the volume of accumulated liquid savings will be at their peak; 
the supply of civilian goods will be almost as low as at any time during the war; 
and, perhaps most important, there will be a tremendous decline in the patriotic 
fervor which has induced people to save, buy bonds, and observe wartime 
controls. The large profits which will be made from these developments will 
be a direct consequence of the war. In the defense era of 1940-41 we recognized 
that the large profits arising out of defense spending were the result of our prep- 
aration for war and we insisted that they be subject to the excess profits tax. 
To exempt the war profits made after the fighting stops would be illogical and 
inconsistent. Further, it would be most unwise for the government to sur- 
render, voluntarily and completely, this important weapon against inflation at 
the time when it is likely to be needed most. 

The chief argument against continuing the tax is that its existence makes it 
impossible for private business to plan ahead and discourages expansion and 
investment both by reducing the incentive and by limiting the earnings available 
for reinvestment. This objection may be met by twomeasures. First, Congress 
could, immediately after the end of hostilities, pass an act definitely repealing 
the tax to become effective, say, two years later. Second, in the meantime the 
provisions of the tax—principally the rate and the credit—could be liberalized 
to a limited extent. These steps would remove the uncertainty and allow 
business to plan for the future; they would increase both the incentive and the 
means for making new investments, since permitted earnings would be more 
liberal for two years and unlimited thereafter. At the same time the government 
would retain the right to receive a considerable part of any unusual profits caused 
by the war and would keep in its possession an important means of curbing 
inflation. If, on the contrary, a depression should develop, the tax could do no 
harm, for before that time profits generally would have dropped to the point 
where the tax would not apply. 

In Great Britain’s experience following World War I we have an almost 
perfect example of how repeal should not be managed. Immediately after the 
Armistice there was a sharp drop in prices. 


This and the general dislocation of business profits were enough to persuade the 
government—under a strong pressure from industrialists—that the armistice recession 
was a genuine slump. Consequently, in the budget of 1919 the rate of E. P. D. was 
halved [i.e., cut from 80 per cent to 40 per cent]. This was most unfortunate in every 
respect. Hardly had the Finance Act been passed than industry set out on an enormous 
and inevitable restocking boom, just at the moment when the needs of the government 
for finishing off the war and liquidating its commitments were most urgent. Too late 
the government perceived its error and, in the forlorn hope of directing some of the boom 
profits into the Exchequer, in the 1920 budget the rate of E. P. D. was raised to 60 per 
cent. But the boom had already broken, and the government found itself liable to 
enormous repayments at a comparatively high rate of tax.?8 





in its place. What is needed is some adjustment in the form of the tax to meet the new 
conditions, not yet a simple repeal.”? Hicks, et al., op. cit., p. 56. 
28 Hicks, et al., op. cit., p. 86. 








108 B. U. RATCHFORD 


In the United States a similar reduction was made and a similar boom developed, 
but the rate was not raised later. If we are able to learn from experience we 
should not make this same mistake again. 

We may here summarize the recommended procedure for repealing the excess 
profits tax. (1) Immediately after the end of hostilities Congress should pass 
an act definitely repealing the tax, including the carry-back, the act to become 
effective at the end of the second following calendar year. (2) The rate of the 
tax should be reduced to 65 or 70 per cent; whether the reduction should be made 
effective for the current year would depend on how late in the year victory was 
attained. (3) The excess-profits credit should be liberalized moderately. For 
example, on the earnings basis the credit might be made 105 per cent of the 
average earnings of the base period instead of 95 per cent as now; on the invested 
capital basis, it might be made 10 per cent of the first million dollars of invested 
capital and 8 per cent of all thereafter; the special credit for new capital invested 
should be eliminated. (4) The specific exemption should not be raised above the 
present $10,000. During the war boom, small corporations have increased their 
profits more than large corporations; it is quite likely that they will do the same 
in the postwar boom. Both as a matter of equity and as protection against 
inflation, the small corporations should be covered. 


¥ 


An example of the tactics which may be expected after the end of the Pacific 
war is afforded by the developments immediately after the end of the European 
war. Within 24 hours after the fighting stopped there was revealed a sudden 
and powerful movement for ‘‘substantial reductions in corporate and individual 
income taxes, some of them applying to earnings before V-E Day,...’® Within 
three days an agreement was reached on a series of compromise proposals by 
representatives of the House, the Senate, the Treasury Department, and the 
President.*® Doubtless these proposals will be enacted into law before this 
appears in print.*! 

A long preamble outlined the purposes of, and the justifications for, the 
proposed changes. The purposes were to “facilitate reconversion by improving 
the cash position of business enterprises and by relieving smaller businesses from 
undue burdens.’ It was stated that tax reductions were not recommended 
and could not be justified at that time because: (1) Federal expenditures would 
continue high; (2) it did not appear that there would be any serious unemploy- 
ment during the Pacific war; (3) inflation would continue to be a danger during 
the Pacific war; and (4) the armed forces would continue to be called on for 
sacrifices. It was admitted that “business, in the aggregate, is in good financial 


29 The New York Times, May 10, 1945, p. 1. 
3° See ibid., May 12, 1945, p. 8 for a full statement of the proposals. 
31 A bill embodying them was introduced in the House on June 18 as H. R. 3487; the 
Senate passed it on July 20. 
*? This and following quotations are from the statement cited above. 
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condition” to face reconversion, but it was claimed that there were some com- 
panies which were “unable to finance their expansion through the sale of long- 
term securities” and there were others ‘‘whose position, though apparently good 
at present, may deteriorate as a result of losses.”” It would be too difficult “to 
distinguish those firms which do not need cash frcem those which do . . .” so it was 
thought best to give the cash to all. 


The committee does not believe that the release of cash in some cases where it is not 
needed, or before it is needed, would lead to serious consequences. The system of 
priority and price controls and other related measures should effectively mitigate the 
effect of any increase of inflationary pressures that might result from additions to existing 
cash balances. 


The specific proposals were: (1) to increase the specific exemption under the 
excess profits tax from $10,000 to $25,000, effective in 1946; (2) to allow corpora- 
tions to apply their 10 per cent postwar refund against current tax payments, 
including payments of 1944 taxes; (8) to advance the maturity date of all postwar 
refund bonds to January 1, 1946; (4) to speed up the refunds and credit allow- 
ances arising frem the carry-back of losses and unused excess-profits credit; and 
(5) to speed up the refunds arising out of the recomputation of amortization 
allowances on emergency facilities. In all cases where credit allowances or cash 
refunds were to be speeded up, the Treasury was required to grant them within 
90 days, without audit. The Commissioner of Internal Revenue was to be given 
the power to disallow claims which were clearly unreasonable or unjustified, but 
he was not required to do so. Provisions were made whereby the Treasury 
could recapture amounts which later proved to be excessive, together with small 
penalties. It was estimated that the whole program would allow business firms 
to retain or to receive cash, in the ensuing two years, in the amount of between 
five and six billion dollars. 

It is now in order to examine these proposals and the assumptions on which 
they rest. The first stated purpose was to increase the cash holdings of business. 
Probably the one feature of private finance which has attracted more attention 
than any other during this war has been the enormous accumulation of liquid 
assets in the hands of individuals and business firms.* Analyzing conditions 
as of the end of 1943, two writers concluded that, 


... it appears that a maximum of 36 billion dollars might be required to restore the pre-war 
plant, inventories of receivables of American business, and to liquidate the increase in tax 
accruals since 1941... .[To meet these costs] business enterprises would have between 
47 and 59 billion dollars of cash and Government bonds, in addition to their 1941 year-end 
holdings... Since this calculation involves in every instance the maximum appropriate 
charge and since it does not allow for the further accumulation of business funds from the 


33 “Increase in liquid assets has been the outstanding aspect of wartime business finance. 
More important from the long-run standpcint, however, has been an increase in under- 
lying business strength as represented by larger equity positions.’’ Federal Reserve Bul- 
ietin, July, 1944, p. 644. 
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close of 1943 until the close of the war, [the] excess could not be less than 10 billion dollars 
but might well be more than 20 billion.* 


During 1944 corporations retained over 5 billion dollars of undistributed profits ;* 
since there was little construction or increase of inventories, most of that sum 
must have gone to increase the total of liquid assets. 

Not only have liquid assets increased absolutely, but they have also increased 
in relation to sales and liabilities: “. . . liquid balances have risen (between 1940 
and 1943) much more than sales; this suggests the presence of considerable idle 
funds in most lines.’** An analysis of nearly 2,000 concerns in several fields 
reveals that between the end of 1940 and the end of 1943 net working capital 
showed increases ranging from 16 per cent to 114 per cent.*” 

When business firms expand the volume of their operations quickly it is normal 
for liquid funds to flow into “operating assets’’; i.e., inventories, receivables, etc. 
Between 1939 and 1943 American business firms probably increased their 
operations more than ever before in a similar period of time. Yet this expansion 
was financed with no increase in long-term debt and only a limited amount of 
bank borrowing. And at the end, net working capital (current assets—current 
liabilities) was greater than at the beginning. The 45 large manufacturing 
companies studied by Lutz showed an increase in net working capital of $1,182 
millions between 1939 and 1942; during the same period notes payable increased 
only $92 millions while long-term debt actually decreased by $71 millions and 
capital stock accounts by $98 millions. Surplus and reserves increased by 
$1,462 millions.** In his attempt to measure the liquidity of corporations, Lutz 
developed the concept of “cash plus marketable securities to payments” which 
he regards as the most significant indicator of liquidity. For the 45 large 
manufacturing corporations this ratio, in percentages was: 1937, 10.0; 1938, 
14.2; 1939, 16.2; 1943, 14.9.5° For small manufacturing concerns and all trade 
concerns the increases in liquidity were considerably higher than for the large 
manufacturing companies.*® 

A comprehensive estimate by the Federal Reserve Bulletin shows that between 
the end of 1939 and the end of 1944 the holdings of liquid assets by nonfinancial 


34 Livingston, S. Morris and E. T. Weiler, ‘‘Can Business Finance the Transition?’?, 
Survey of Current Business, Feb., 1944, pp. 10-11. Italics in original. The authors assume 
a postwar price level substantially equal to that at the end of 1943. 

3 Survey of Current Business, Feb., 1945, p. 6. 

3° Dirks, F. C., ‘‘Wartime Finance of Manufacturing and Trade Concerns”, Federal 
Reserve Bulletin, April, 1945, p. 314. 

37 Tbid., p. 326, Table 8. 

88 Lutz, Friedrich A., Corporate Cash Balances, 1914-48, New York, 1945, p. 78. 

39 Ibid.,p.79. Concerning these 45 large corporations, Lutz concludes: ‘‘If the minimum 
requirements for liquid funds of corporations are estimated for 1943 by applying to the 
payments figure for that year the 1937 ratio of cash plus marketable securities to payments, 
it is found that in 1943 cash plus marketable securities exceeded the minimum requirements 
by $1,000 million.”? Jbid., p. 80. 

4° Ibid., pp. 83, 100. 

41 June, 1945, p. 533. 
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corporations and unincorporated business units increased by $46.7 billions—an 
amount equal to almost three times the total at the beginning of the period. 

The evidence is overwhelming and unanimous; the cash position of American 
business is stronger by far than ever before in its history. In some lines liquid 
assets are excessive. The tax proposals under consideration will aggravate this 
situation by pouring some 6 billion dollars of cash or its equivalent into the most 
dangerous sector of the monetary circulation at the most dangerous period of our war 
financing. Those funds will enable business firms to bid against each other in 
the race for conversion, force up the price of capital goods, and give a strong - 
boost to inflation. 

The second stated purpose of the tax proposals was to relieve “smaller busi- 
nesses from undue burdens.’”’ Studies which have been made in this field all 
indicate that in every respect—sales, profits, increase in liquid assets, increase 
in net working capital—small concerns have fared better during the war than 
large concerns. ‘Holdings of liquid assets... have increased very greatly in 
most lines of manufacturing and trade, with exceptionally large increases among 
the smaller concerns.” ‘“...the gain in cash and marketable securities... 
(was) three times greater for the smaller manufacturers than for the large ones.’ 
“...the growth in net working capital...was...greater among smaller 
businesses than among large.” ‘There are indications that in this period 
[1944] the earnings of smaller corporations have increased more rapidly than 
those of large ones... .” 

As Lutz found in his study: 


Exceptionally large accumulations of cash appear to be characteristic of medium-sized 
and small manufacturing corporations. ... 

If account is taken of marketable securities, the liquidity position of the medium-sized 
and small corporations appears still more favorable. Marketable securities for this 
sample of 832 manufacturing corporations increased more than seventeen times between 
the end of 1940 and 1943. The ratio of average cash plus marketable securities to sales 
rose from 4.6 percent to 9.6 percent between 1941 and 1943. ... 


Our sample of medium-sized and small trade corporations ...shows an increase of 
171 percent in cash between the end of 1940 and the close of 1943; marketable securities 
in the same period multiplied 20 times. The ratio of average cash plus marketable 
securities to sales . . . rose from 2.4 percent in 1941 to 5.9 percent in 1943.“ 


One table from the Federal Reserve Bulletin summarizes much of the data 
on these points; parts of that table are reproduced in Table IV. 

These figures show that: (1) small companies uniformly had substantially 
greater increases in earnings than large ones; (2) with only two exceptions small 
companies increased their bank loans less, or decreased them more, than large 
ones; (3) with only one exception small companies increased their liquid assets 
substantially more than large ones. 


42 Tbid., pp. 314, 319, 326. 
43 Survey of Current Business, Feb., 1945, p. 5. 
44 Lutz, op. cit., pp. 83, 84, 101. 











112 B. U. RATCHFORD 






Not only did small companies have larger increases in their earnings; they also 
enjoyed higher absolute rates of earnings on their net worth. The sample of 
companies studied by Dirks showed uniformly higher rates on earnings by the 
small companies. The figures are given in Table V. 

It should be noted that the period covered by these data were war years; years 
of rising prices and incomes. Under such conditions small companies usually 
gain in relation to large companies. If there is an inflationary boom after the 


TABLE IV 


WARTIME INCREASES IN SELECTED FINANCIAL ITEMS OF LARGE AND SMALL MANUFACTURING 
IN 8 SELECTED INDUSTRIAL GROUPS 


Percentage increases, December, 1940 to December, 1943, in — 

















PROFITS BANK LOANS LIQUID ASSETS 
INDUSTRY 
Large Cos. | Small Cos. | Large Cos. | Small Cos. | Large Cos. } Small Cos. 
SEE ER eee 11 59 97 39 72 197 
MA sees acbiuetnd sane ce 600% 2 109 42 —47 146 290 
oe Terre —14 7 446 7 95 74 
Petroleum.................... 59 129 —7 —70 72 158 
_ REESE RTE ee ene —30 26 —64 190 142 373 
Electrical Equipment......... —10 139 1,835 2,123 299 803 
Other Machinery.............. 18 90 567 —11 324 401 
Aircraft, Auto, Etc............ —3 101 1,468 169 123 905 

















Source: Federal Reserve Bulletin, July, 1944, p. 643. 


TABLE V 
RaTEs OF EARNING ON Net Wort, 1941-1943, ron SAMPLE OF MANUFACTURING AND TRADE 
CoNCERNS 


(Average percentages for 3-year period) 

















ASSET SIZE (IN MILLIONS OF DOLLARS) 
INDUSTRY 
Under } stol 1to5 5 to 10 10 and over 
Manufacturing—War Industries......... 21 22 16 15 10 
Manufacturing—Other Industries....... 21 13 11 10 10 
Weaoloenle Trade. ........ 66. ccd edeeese 19 13 12 9 
Retail Trade................ is Tyo 15 13 | 10 9 





Source: Federal Reserve Bulletin, April, 1945, p. 323, Table 6. 


war this trend should continue. On the other hand, if there is deflation it may 
be reversed. But for the present, anyway, there is no evidence that small 
companies are subject to “undue burdens.” 

One reason why the small companies have done so well is that they already 
enjoy substantial tax advantages. These include: (1) low rates under the 
normal and surtax (combined rates of 25-29 per cent compared with a combined 
rate of 40 per cent for large corporations); (2) a high rate of credit on invested 
capital (8 per cent compared with 7-5 per cent for larger companies—both 












































THE EXCESS PROFITS TAX 113 


increased by 25 per cent for new funds); (3) a specific exemption of $10,000 under 
the excess-profits tax. This latter amounts to an exemption of earnings up to 
1,000 per cent on an investment of $1,000, to 10 per cent on $100,000, and to 
1 per cent on $1,000,000. 

Much has been written about the necessity of reducing Federal taxes in order 
to encourage new, small companies. Let us take a specific example and see 
how heavy the burden is, disregarding the capital-stock tax and the declared- 
value excess-profits tax, which are more nuisances than burdens. Assume that a 
new company is formed and capitalized at $150,000. Under the excess-profits 
tax that company would have an excess-profits credit of $15,000 (8 per cent of the 
invested capital plus the 25 per cent bonus for new funds). It will have the 
specific exemption of $10,000. So it can earn up to $25,000—a return of 163 per 
cent on its capital—without becoming subject to the excess profits tax. On the 
$25,000 income it would have a liability under the normal and surtax of $6,750, 
leaving a net after taxes of $18,250, or slightly more than 12 per cent on the 
investment. With a $25,000 specific exemption, this company could earn up to 
$40,000 free of the excess-profits tax, or a return of 26.7 per cent on the invest- 
ment. On such earnings the normal and surtax liability would be $14,700, 
leaving after taxes $25,300, or a return of 16.9 per cent. 

The statement regarding the tax proposals makes out a strong case against 
reducing taxes during the war. Yet the proposals add up to a substantial tax 
reduction. To take the 10 per cent postwar refund now, or to have refund bonds 
redeemed January 1, 1946 instead of having them cashed five or six years later 
without interest is obviously a distinct reduction in the tax burden. If there 
were no financial advantage to the taxpayer there would be no point to the whole 
program. On this point the argument contains its own refutation. 

The pious hope voiced by the statement that priority and price control will 
effectively counteract any inflationary effect of the release of cash is, to say the 
least, a weak and fragile reed on which to lean. The proposal to increase the 
specific exemption to $25,000 has already been covered above by the discussion 
of small companies. 

The proposal to advance the redemption date for the postwar refund bonds and 
speed up refunds and credit allowances will have several undesirable results. 
First, it will force the Treasury to raise some five billion dollars of extra funds at a 
time when the sale of bonds is likely to be difficult. Second, it will take away a 
very desirable element of flexibility which the Treasury now has in the control 
of the volume of purchasing power. The postwar refund bonds are callable at 
the option of the Treasury. If a depression should threaten they could be 
redeemed, thus releasing cash and offsetting deflationary forces in some measure. 
If a definite date is set they will have to be redeemed then, even though inflation 
might be gaining momentum rapidly. Finally, it should be noted that no 
company is severely burdened by the delay in the redemption of these bonds. 
After the end of hostilities they can be sold or used as collateral for loans. Since 
they are medium-term Federal obligations the rate at which they will be dis- 
counted at the time of sale should be the same as that applied to other Federal 
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securities of the same maturities. If they are used as collateral for loans the 
rate of interest on such loans would have to be approximately the same; the 
competition offered by the opportunity of selling the bonds would force that. 
On the basis of present conditions, that rate should be between 1 and 13 per cent. 
So, by the use of these bonds, a company can, if it needs funds, raise them on the 
credit of the Federal Government. 

The issues presented by the provisions requiring the Treasury to grant credit 
allowances and cash refunds within 90 days without audit are too technical for 
evaluation here. Superficially, it would seem that the Treasury is not ade- 
quately protected against fraud, insolvency, and the dissipation of assets by the 
taxpayer. In any case, it would impose a considerable extra burden on the 
Treasury since every claim would have to be handled twice; once when it is 
allowed and again when it is audited and settled. At present the granting of 
refunds is so closely supervised that every payment of more than $75,000 must 
be reported to the Joint Committee on Internal Revenue Taxation before pay- 
ment. As the statement points out, this provision would have to be changed if 
the proposal is adopted. It is recommended that such payments be reported to 
the Committee after they are made. 

In conclusion, two general observations may be offered. First, there is little 
in the program that would aid new, small businesses. The only feature that 
might be helpful is the increase in the specific exemption. And if we may assume 
that the excess-profits tax will be repealed within two or three years after the 
war this feature is not likely to be of much help, for there would be few new small 
businesses of a permanent character which would earn during the first two or 
three years, more than the 10 per cent credit on invested capital plus the present 
exemption of $10,000. Rather, the program is designed primarily to help 
businesses now in existence which have been unusually successful in the past few 
years, as evidenced by their payments of excess-profits taxes. There is nothing 
in it to help the small business which has been hard hit by the war and has had 
to fight hard te keep going. Perhaps this is an inevitable feature of pressure- 
group action since it is the established, successful, aggressive firms which call 
the tune and shape the strategy of lobbying. ‘The little man who isn’t there” 
but who might be the small businessman of the future is not well represented in 
the halls of Congress. 

Second, the general strategy of the program seems to be to devise a method 
whereby business firms can obtain the advantages of the carry-back during or 
very soon after the war. Then they would be in a position, shortly after the 
war, to wage a strong campaign for the quick repeal of the excess-profits tax. 
If in that process they would have to agree to the simultaneous repeal of the 
carry-back they would have little to lose thereby. 



































THE USE OF STATISTICAL METHODS FOR ECONOMIC CONTROL 
OF QUALITY IN INDUSTRY 


DUDLEY J. COWDEN 
University of North Carolina 
AND 
WILLIAM 8S. CONNOR 


Riverside and Dan River Cotton Mills 


I 


There are some indications that the competitive advantage of low-priced labor, 
which the South has long enjoyed, will become less important in the future. 
Minimum wage laws have narrowed somewhat the gap between the most poorly 
paid workers in the North and in the South. Progress in unionization will no 
doubt tend to narrow the gap of average wage rates. Many people look forward 
to a lowering of tariff barriers after the war. Some argue that this will hurt 
American industries in which a large proportion of the cost of production is 
unskilled labor. This might mean, for instance, a decline in textile manufactur- 
ing in the South because of competition with the Orient, and perhaps with other 
regions. Some of these regions will have not only low-priced labor, but also the 
latest and best equipment which American industry can produce. It is quite 
possible, therefore, that the future of Southern industry will depend to an 
increasing degree on (1) its ability to obtain a large output per unit of physical 
input, and (2) the quality of its output. 

Manufacturers have always tried to control the quality of their output, and 
have even made use of samples to check on their current process and to assist in 
deciding whether to accept or reject a shipment of goods. But the use of 
statistical theory in making logical inferences concerning the quality of goods 
being manufactured, or the shipment received, on the basis of small random 
samples is relatively new.! 


1 For the origin and early development of the techniques known as control of quality we 
are largely indebted to Dr. W. A. Shewhart, of the Bell Telephone Laboratories, whose book 
Economic Control of Quality of Manufactured Product, published by Van Nostrand in 1931, 
ranks first in any bibliography of the field. The philosophy of the method was further 
elucidated by Shewhart and Dr. W. Edwards Deming in Statistical Method from the View- 
point of Quality Control, a 1939 publication of the Graduate School of the United States 
Department of Agriculture. A great deal of credit for the practical application of statisti- 
cal methods in industry is due to Col. Leslie E. Simon, who installed the methods in the 
Ordnance Department of the United States Army. His book, An Engineer’s Manual for 
Statistical Methods, published by Wiley in 1941, provides convenient methods for esti- 
mating probabilities with greater precision. In 1940, at the request of the War Department, 
the American Standards Association formed a committee to develop standards in the 
statistical control of quality, and has published three short non-technical pamphlets, 
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The word quality is here used to mean (1) some measurable characteristic 
(variable), such as length of diameter of a shell, tensile strength of yarn, torque 
of a motor, resistance of a relay, chemical composition of steel, life of an electric 
lamp, blowing time of a fuse, or (2) some countable characteristic (attribute), 
such as number of surface defects on a given area of metallic surface, or number 
of defective hose in a lot. 

The word control occasions more difficulty. It must be admitted that there 
is no such thing as absolute uniformity. No two things are exactly alike; if 
they appear to be, it is because of the crudeness of the measuring instrument, or 
the dullness of our senses. Control, then, means not lack of variability, but 
variability that follows a recognizable pattern and can therefore be predicted. 
A process is said to be in control when there is a constant system of chance causes 
affecting the different items produced. 

It may seem to the reader that the words chance and cause express antithetical 
ideas and that the former word should not be used to modify the latter. An 
illustration will perhaps serve to clarify. If we roll four dice we should turn up, 
on the average, a total of fourteen spots. There are 146 different ways in which 
this event can happen. Here are a few of them: 6-6-1-1; 6-1—1-6; 6-1-6-1; 
1-1-6-6; 1-6-6-1, 1-6-1-6, 6-5-2-1; 5-5-2-2; 4-4-3-3. Now it is a matter 
of chance which number from 1 through 6 each die will show. We can therefore 
think of the number shown by each die as the result of a chance cause. If we 
always cast four dice, and each die is numbered from 1 through 6 we have a 
constant system of chance causes operating from throw to throw. Below is 
shown a theoretical distribution of the number of spots appearing on 1,296 





Z1.1—1941, Z1.2—1942, and Z1.3—1942. The latter, the full title of which is Control Chart 
Method of Controlling Quality During Production, has proved to be especially practical. 
Sequential Analysis of Statistical Data: Applications, by the Statistical Research Group, 
Columbia University, to be published by the Columbia University Press, is an important 
document dealing with acceptance sampling, which is one aspect of quality control. In 
England, Egon 8. Pearson has made contributions to the subject. 

In addition to books on the subject, various universities, under the Engineering Science 
and Management War Training Program, with the financial assistance of the U. 8. Office of 
Education and under the guidance of Office of Production Research and Development of the 
War Production Board, have offered intensive eight-day courses in quality control for prac- 
titioners in the field as well as one-day programs for business executives. As of March 31, 
1945 the official list of the War Production Board shows that there have been 33 full courses 
(including one 4-day course for instructors only), given by a slightly smaller number of in- 
stitutions, attended by 1,815 students (an average per course of 55), mostly employees of 
manufacturing corporations. Only four of these courses have been given in the South, by 
the following schools: Georgia School of Technology, A. and M. College of Texas, Univer- 
sity of Tennessee, and North Carolina State College. The one-day program at North 
Carolina State College (November 8, 1944) was attended by 143 persons of whom 82 re- 
mained to complete the course (November 8-16). People from 12 different states were 
present. Fifty-one different companies, of which 20 were textile mills, were represented. 
Represented also were several military or naval establishments, some government bureaus, 
and a few universities. The representatives of business houses had various titles, of 
which the most common were research supervisors, quality-control managers, industrial 
engineers, inspectors, and cost accountants. 
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tosses of 4 dice. This theoretical distribution bears a fairly close resemblance 
to what statisticians call a normal curve, though it actually is not normal. (In 
practice, if we made 1,296 throws the actual frequencies would depart somewhat 
from those of the table, but the general pattern would rarely be much different.) 
If, however, we sometimes throw four conventional dice, but at other times 
throw a different number of dice, or dice differently numbered, we will get a 
different distribution; and unless we plan our experiment very carefully we will 
get a distribution that is difficult to summarize by the usual statistical measures. 


TABLE I 


THEORETICAL DISTRIBUTION OF NUMBER OF Spots RESULTING FROM 1,296 THROWS OF 
Four 6-Sivep Dice 








NUMBER OF SPOTS THEORETICAL FREQUENCY 
4 1 
5 4 
6 10 
7 20 
8 35 
9 56 

10 80 
11 104 
12 125 
13 140 
14 146 
15 140 
16 125 
17 104 
18 80 
19 56 
20 35 
21 20 
22 10 
23 4 
24 1 
Total 1,296 








A manufacturing process that is in control will produce goods which if measured 
and tabulated will form a distribution that is often approximately normal, 
though the possibility is not precluded that it will be somewhat skewed, peaked, 
or flat-topped. If, however, the system of causes is not constant over time, the 
distribution will have certain peculiarities of shape, such as two modes, or too 
many extremely large or extremely small items. Such data indicate lack of 
control. 

The process of attaining control is that of detecting the presence of large or 
intermittent causes of variability and gradually eliminating them or reducing 
their effect, so that variations in the manufacturing process will be a result of the 
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combination of a large number of small chance causes, while that of maintaining 
control is to see to it that approximately this same system of causes persists 
during future production. It is unusual for complete control to be attained, in 
the sense that the underlying distribution of measured characteristics exactly 
conforms to any model with the characteristics of which mathematical statis- 
ticians are familiar. But a sufficient degree of control can usually be attained 
without excessive cost, so that statistical methods are useful. If satisfactory 
control is achieved, one can predict the behavior of small samples drawn from 
such a manufacturing process, and can make inferences concerning the quality 
of the lot from inspection of the sample with a high degree of confidence. 

‘There are'two applications of quality control; (1) process control; (2) accept- 
ance control. The object of process control is to regulate the production process 
so that the quality will be sufficiently uniform and at a satisfactory level. The 
objects of acceptance control are to increase the assurance that defective articles 
will not be shipped out by the producer (or received by the consumer) and to 
decrease the amount of inspection required. Acceptance control is closely related 
to process control, since the better the process is controlled, and the more uniform 
the product turned out, the smaller the amount of inspection required to obtain 
the desired assurance of quality. 

The methods of quality control can be used in other fields than control of 
manufactured product. For instance, they have been used to control the 
amount of overtime work in different departments, and the number of visits 
of nurses in different months. Biologists are beginning to employ these methods 
in scientific research. Quality-control methods could be used in connection 
with grading students in course work. However, it is in industry that quality 
control had its beginning, and it is there that its use is most widespread. This 
paper concerns itself exclusively with that field. 


Il. PROCESS CONTROL 


Examination of preliminary data. Control always involves the comparison 
of the results of actual performance with standard results. Sometimes these 
statistical standards are based entirely on what is desirable from an engineering 
or merchandising point of view. Thus the design engineer may set upper and 
lower specification limits on the product being manufactured, and the standard 
value may be taken as the average of the upper and lower specification limits. 
This, however, is not a desirable practice, since the standard may not be eco- 
nomical of attainment. It is better to examine preliminary data and see what 
sort of product is actually being turned out, and then set tentative statistical 
standards of quality level and quality uniformity for controlling the process. 
Both the specification limits and the process may require revision before satis- 
factory statistical standards can be adopted. 

The first step is one of classification. The output is broken up into lots, 
within which there is believed to be a constant system of causes for the different 
items, but between which there is a reasonable possibility of different systems of 
chance causes. The most common basis of classification is that of time, since 
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the cause system may change with time; but classification may also be rationally 
made on the basis of shifts, or assembly lines, or sources of raw materials used. 
From each lot a random sample is taken. The samples for measured char- 
acteristics (variables) are usually small and taken at frequent intervals. Thus 
samples of four or five items each at intervals of approximately an hour is a 
common procedure. For the examination of preliminary data, about 25 samples 
is usually considered advisable. In the present illustration a sample of four 
items is taken once a day for 25 days. The data are the warp-breaking strength 
in pounds of a certain construction of cloth. 

For each sample of four items the mean and range are computed, and these 
summary values are plotted on control charts. Sometimes the standard devia- 
tion,’ designated by the sumbol ¢, is used instead of the range, and often the 
individual items are plotted also. The accompanying figure shows three control 
charts, one for items, the symbol for which is X, one for means, the symbol for 
which is X, and one for ranges, the symbol for which is R. Notice that each 
chart contains a central line. These central lines are the means of the first 25 
sample values: X for the X and X values, and R for the R values. Each chart 
also contains control limits shown by broken lines. These lines are three 
standard errors removed from the central lines: for items, X -+ 30; for means, 
X + 3cx; for ranges, R + 3ce. Actually it is not necessary to go back to first 
principles in the computation of these control limits. The theoretical relation- 
ships involving X , R, and the different control limits have been worked out for 
various sample sizes and are available in A.S.A. manual Z1.3 and other places 
in such a form that the limits can be quickly computed. :; 

If the reader will examine the control charts, he will observe that no mean is 
outside its control limits, but that one item in sample 5 is barely below its lower 
control limit and the range for the same sample is slightly above its upper 
control limit. The results of this analysis exhibit an unusually high degree of 
control for preliminary data. If preliminary analysis shows several sample 
values to be beyond the control limits or any one sample far beyond, it is worth 
while to see if a cause can be assigned. If such a cause or causes can be found, 
the orthodox procedure is to recompute the central lines, and control limits on 
all three charts, excluding the samples that have been found to be unrepre- 
sentative.’ 

We must now consider whether the process is at a desirable level. In the 
control chart for items the specification limits are shown by dotted lines. Al- 
though there are no items outside the specification limits, this is not conclusive, 
for we have tested only 100 items. The important fact is that the control limits 


2 The standard deviation is the square root of the mean of the squares of the deviations 
of the individual items from the mean. 

3 It will often be impossible to assign a cause to suspected lots when analyzing past (as 
contrasted with current) data; and it may be desirable to throw out samples that are far 
out of line, or give them some arbitrary value such as 2-sigma removed from the central 
line, even though no cause can be assigned for the unusual variation. Also, the central 
values and control limits are only tentative values, and will be located more accurately as 
better control is established. 
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for items are well within their specification limits. If the process is in perfect 
control and the distribution of items is normal we may expect about 3 in 1,000 
items to be outside the control limits, and, of course, a much smaller proportion 
(if any) to be outside the specification limits. 


Controt Carts FoR Irems, MEANS, AND RANGES 


Warp-Breaking Strength in Pounds of Cotton Cloth 
Section 1 
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1. End of preliminary data. Standard values adopted. 
2. Overseer notified. Cause found to be deteriorating quality of original mix. 
3. Process changed. Proportion of strips in mix changed. 


If either or both of the control limits are outside the corresponding specification 
limits, some action is called for: (1) Perhaps the specifications may be changed. 
Sometimes they have originally been set arbitrarily, without due consideration 
for the necessity or the cost of meeting them. (2) If the specifications cannot be 
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changed, then the process usually can be, though perhaps at considerable expense. 
If neither of these courses of action is feasible, it may be necessary to adopt an 


Conrroy Cuarts For ITems, MEANS, AND RANGES 


Warp-Breaking Strength in Pounds of Cotton Cloth 
Section 2 
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5 . Overseer notified. Cause found to be careless reading of gage by new inspector. 


. New standards adopted, based on samples 36-60, excluding sample 43. 

. Overseer notified. Cause found to be incorrect drawing in of warp threads. 
. Overseer notified. Cause not found. 

. New standards adopted, based on samples 61-85, excluding sample 62. 


OND o> 


expensive system of inspection. Perhaps 200 per cent inspection may be called 
for. 

Using the Control Chart during production. Since the process we are studying 
is in reasonably good control, and at a desirable level, we may adopt our XandR 
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values tentatively as standard values and extend the central lines and control 
limits for (say) 25 more samples. It should be noted that in the analysis of 
preliminary data the dots are plotted first, and the central values and the control 
limits are based on them; but in controlling current production the lines come 
first and the dots are plotted as the samples are currently taken. Let us now 
examine our control chart as it is used in current production. Sample number 30 
indicates lack of control for the X values, so the overseer was notified to look for 
the source of trouble. Note that a downward trend in the means gave warning 
of the approach of trouble even before any point went outside the control limits. 
Note also that the trouble became so bad before the source was located that 
two items fell below specification limits. The trouble was finally ascertained 
to be due to the progressively deteriorating quality of the original mix. The 
company had long used strips from the cards in the mix, but recently the pro- 
portion of strips used had been gradually increased. It was decided to decrease 
the use of strips in the mix, though more were to be used than previously. This 
new policy became effective beginning with lot 36. 

The process thus being changed it became necessary to disregard samples 
26-35 inclusive and accumulate 25 additional samples from new hourly lots. 
However, the old control lines were utilized while accumulating the new data, 
even though they were not strictly applicable to the changed process. The 
central lines and control limits are shown extended through sample 55, ready 
for plotting points for new data, in the first section of the control chart. Section 
2, which begins with sample 36, shows the same extended lines, but with the data 
from the new samples plotted. Sample number 48 indicates lack of control. The 
overseer was able to locate the trouble quickly. The difficulty this time was 
more apparent than real, the breaking strengths having been carelessly read by a 
new inspector. The control chart also reveals something else. Most of the 
means are below the central value, and in one place six consecutive means are 
below. This general lowering of tensile strength is presumably due to the new 
policy with regard to using strips in the mix. On the basis of samples 36-60, 
excluding sample 48, a new set of central values and control limits are now 
computed, and extended through sample 85. 

The values for samples 61-85 were plotted as the data became available. 
Samples 62 and 65 each have an item outside the control limits for items. The 
means and ranges are all inside the broken lines. The overseer was notified in 
each case. No cause could be assigned for sample 65, but with sample 62, it 
turned out that the warp threads had been drawn in incorrectly, so that there 
were too few ends per inch. It is apparent that there is a tendency for the 
points to fall below the central line both for the X chart and the R chart, and 
unusually long runs below the central lines are present on both charts. No 
reason for this was discovered, but apparently some unplanned change in process 
had taken place. With this greater uniformity the lower average quality is less 
objectionable. 


4 It would be advisable to take additional samples from lots 33 and 34, and probably from 
lots 30-35 inclusive. See following section, on acceptance control. 
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The final step indicated on our charts is the revision of the central lines and 
control limits on the basis of the samples representative of the process. In the 
present instance a cause was assigned for the unusual behavior of sample 62; 
so in revising control limits this sample was discarded in computing the values 
for all three charts. The various lines are shown extended to the end of the 
chart, ready for plotting samples 86-90. It is worth noticing that if the control 
limit for the range were extended backward, thus covering the data from which 
it was computed, the range for sample 62 would fall above the control limit. 

According to the principles of statistical control of quality, standards should 
be revised periodically. When control has finally been established, as indicated 
by the fact that there are 25 consecutive samples within the control limits 
(and/or other criteria) it is justifiable to review the standards less frequently 
(say every 50) and perhaps to lengthen the time interval between samples. 

It should be emphasized that the object of the control chart is to indicate 
when action is to be taken. When there is an indication of lack of control, 
as shown for instance by a point outside its control limits, too long a run of 
conservative points above or below the central line, or a trend in the points, 
the cause is sought, and if found, removed.’ The typical effect is to lower the 
mean range, and therefore to reduce the variability of the items and means around 
their central lines. Generally control will become progressively better, as 
shown by the less frequent and less violent departures of dots beyond the control 
limits. Frequently also the central line for items and means will move progres- 
sively up or down as a result of the successive elimination of causes of trouble 
and the installation of improved methods resulting from clues provided by the 
control chart. 

The reader may wonder why the control limits are always 3 sigma removed 
from the central line. 

This question can be partially answered as follows. There are two types of 
errors which the quality control engineer may make: 

(1) He may look for trouble that does not exist. This will tend to be the 
case if the control limits are set too close together. ; 
(2) He may fail to look for trouble that does exist. This will tend to be the 
case if the control limits are set too far apart. 
Experience seems to indicate that 3-sigma limits often provide an economical 
balance between these two types of errors. 

The other answer is that the limits are not always set at a distance of 3 sigma 
from the central value. These limits for items or means drawn from a normal 
population may in general be economical in the sense that if the process gets 
very far out of control one is quite likely to look for trouble before many samples 
have been taken, and at the same time he will look for non-existent trouble only 
about three times in 1,000. However, 3-sigma limits do not closely approximate 
the probability of 3 in 1,000 for ranges, standard deviations, number of defects, 
number of percentage defective, or for means and items drawn from a markedly 


5 Action may also be taken with respect to the lot. For instance, it’'may be rejected, -or 
additional samples taken. See following section, on acceptance control. 
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non-normal population. Consequently, some prefer to set their control limits, 
not at a given distance above and below the central line, but at such a distance 
above the central line, and such a distance below the line that a certain proportion 
of the points (such as .001 or .005) will fall outside the control limits on each side. 
Furthermore, special circumstances pertinent to a given situation, may make it 
desirable to select other than conventional control limits. 

In this paper no discussion will be given of the use of the control chart for 
number (or per cent) of defective items, or for number of defects. The principles 
involved are the same, though the mathematical formulae are different. It 
should be mentioned, however, that an item may be considered defective because 
it contains too many defects, or because it falls outside the specification (or some 
other) limits. But more useful information is obtained by stating its observed 
value rather than by merely considering whether it is of proper or improper 
dimensions. Therefore, when there is an option, control charts for X, X, and R 
should be used rather than charts for number or per cent defective. 

If the reader has followed the train of thought so far he may already see some 
of the advantages of using the control chart in controlling production. Several 
of these will be mentioned. 1 

(a) Trouble is caught in its early stages, before it becomes serious. Con- 
versely one avoids “correcting” trouble that does not exist, and thus creating 
trouble. For instance, if one cannot distinguish between a random fluctuation 
and an assignable cause he may increase the depth of cut of a tool that is already 
properly adjusted, and thus preduce a bad product where a good one would 
otherwise have resulted. 

(b) Rejections are reduced, since the process is kept in control and the 
average quality of the outgoing product is known. This is not only a saving to 
the manufacturer, but it is a builder of customer good will. 

(c) A better basis is provided for specifications. If a process is in control one 
can tell whether specifications can be met with the existing process, and if not 
what adjustments between process and specifications may be economical. 
With statistical control of quality, it is no longer true that the chronological 
order of events is 


specification ——> production —— inspection. 
The sequence is rather a continuous chain: 


specification 
7 \ 
rf \ 


inspection <-— production 


Often as better control is achieved it is possible to narrow specification limits, 
which in itself makes for a better product of the assembly type. It might be 
noticed, however, that in some cases as variability in the product is decreased, 
one can lower the average quality (and therefore the cost), and still meet speci- 
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fications. But more often the average level of the quality, as well as its uni- 
formity, will be improved. 

(d) The cost of inspection can be decreased along with increased assurance 
that the quality is being maintained. This point will be further elucidated in 
the following section. 


Ill, ACCEPTANCE CONTROL 


One object cf inspection is to provide a basis for controlling the process, so 
that the level and uniformity of quality will be satisfactory. The use of statis- 
tical methods in process control has been the subject of the previous discussion. 
The other object of inspection is to reduce the proportion of defective pieces 
that are accepted. By the use of proper statistical methods one can give a 
desired degree of assurance (1) to the consumer that bad lots will not be ac- 
cepted, and (2) to the producer that good lots will not be rejected. Furthermore, 
assurance can be had that the percentage of defective pieces offered for sale 
will not, in the long run, be higher than some specified amount, regardless of the 
quality of the product manufactured. Finally, these objects can be obtained 
with a minimum amount of inspection. One may not be able, of course, to 
avoid accepting a few defectives, even with 200 per cent inspection. Inspectors 
are human, and bad items will cecasionally slip by. . But if the process is in 
control at a proper level, an economical inspection plan can be devised which will 
insure that few bad pieces will be accepted and few good ones rejected. 

The control chart may be an integral part of the acceptance sampling plan, 
or it may be a useful adjunct to it. As an illustration of the first case, let us say 
that samples of five items are taken each hour. Suppose the control chart 
indicates a state of control. So long as this is true, and no defective items are 
found in any sample, each lot is accepted without further sampling. But 
whenever a mean or a range falls outside its control limits (as is the case with 
samples 30-35 and 48 of our previous illustrations)’ or if any item falls outside its 
specification limits and is therefore defective (as is the case with samples 33 and 
34 of our previous illustrations), five additional samples of five items each are 
taken during the hour. If more than one defective is found in the thirty items 
tested during that hour (or as soon as one additional defective is found in the 
course of the additional sampling) the entire lot is returned to the operating 
department; otherwise, the lot is accepted. The increase hourly inspection of 
six samples, five items per sample, is continued until the means and ranges of 
each of ten successive samples of five fall within their control limits, which 
constitutes a requalification for the reduced inspection of one hourly sample of 
five items each. It should be noticed that additional sampling is initiated or 
terminated mainly on the basis of evidence provided by the control chart for 


6 Producer and consumer may be thought of as seller and buyer, respectively, or as 
manufacturing and inspection department, respectively, in the selling firm. Sometimes 
the buyer inspects the product at the seller’s plant. 

7 In our illustration, however, daily instead of hourly samples were taken in controlling 
the process. 
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means and ranges, but the decision regarding disposition of lots is based solely 
on evidence supplied by the observation of individual items. 

Single sampling, per cent defective. If items are classified as effective or 
defective depending on whether or not they fall within specification limits, or on 
the basis of the number and type of defects they contain, or on some other 
basis, sampling plans such as those contained in the Dodge and Romig Sampling 
Inspection Tables* may be used. 

It is first necessary to decide the lot tolerance per cent defective, or the fraction 
defective of a lot of marginal quality,® and the risk one is willing to take of accept- 
ing such a lot. For instance, one might be willing to accept 10 per cent of all 
lots which contain 3 per cent of defective items (the other 90 per cent being 
rejected). Since the Dodge-Romig tables are based on a risk of 10 per cent, in 
practice one is required only to define what constitutes a bad lot.!° The next 
step is to determine the sample size and the acceptance number that will provide 
the desired quality assurance. An acceptance number is the number of defec- 
tives in a sample of given size that will be tolerated; if more than that number are 
encountered in any sample the entire lot is rejected. (In the discussion that 
follows it is assumed that rejected lots are subjected to 100 per cent inspection.) 

Let us assume that if there are 3 per cent of defectives in any lot of 1,000 
items such a lot is of marginal quality. According to the Dodge-Romig tables 
one can avoid accepting more than 10 per cent of lots 3 per cent defective if he 
will take a sample of 75 from each lot and reject the lot if he should find any 
defectives, or if he will take a sample of 125 from each lot and reject the lot if he 
should find more than one defective, or if he will take a sample of 170 from each 
lot, and reject the lot if he should find more than 2 defectives, and so on. In 
each case the consumer’s risk" is said to be 10 per cent. Now if it so happens 
that every lot submitted by the producer contains 3 per cent of defective pieces, 
90 per cent of all lots submitted will be subjected to 100 per cent inspection, 
because the purchaser is accepting only 10 per cent of these lots. A producer’s 


8H. F. Dodge and H. G. Romig, Sampling Inspection Tables, John Wiley and Sons, 
New York, 1944. The numerical illustrations that follow are taken from that publication. 

® When sequential sampling (described in a later section of this paper) is used, a lot is 
considered to be bad if it contains (say) 3 per cent of defective items and good if it contains 
(say) 0.5 per cent of defective items. In the interest of simplicity we shall sometimes 
refer to a lot having lot tolerance per cent defective as a bad lot. 

10 Tf it is very important not to have any single lot worse than lot tolerance, consumer’s 
risk must be reduced to less than 10 per cent. If this were done, lot tolerance could be 
larger than 3 per cent without impairing average quality. On the other hand, if lot toler- 
ance were reduced to 1 per cent, consumer’s risk could theoretically be increased somewhat. 

11 Tf the allowable defect number is c, the consumer’s risk is the probability of finding c 
or less defectives in a random sample of n items drawn from a lot of N items in which the 
per cent defective is equal to the lot tolerance per cent defective. Hence it is the prob- 
ability of accepting a lot of lot tolerance per cent defective (a marginal lot) if a lot is ac- 
cepted whenever there are c or less defectives in the sample. Less than 10 per cent of the 
lots that are more than three per cent defective will be accepted, of course, while more than 
ten per cent of lots that are less than three per cent defective will be accepted. 
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risk of 90 per cent would, however, be prohibitive. But if the producer can 
improve his process so that the process average is 0.5 per cent defective, the 
producer’s risk under the third plan, where the sample size is 170 and the accept- 
ance number is 2, is reduced to approximately 4 per cent. This is the most 
economical sampling plan under the circumstances, in the sense that it involves 
the minimum amount of inspection by the producer and consumer combined: 
sampling inspection by the consumer of all lots plus 100 per cent inspection by 
the producer of rejected lots. The control chart is a useful adjunct to this type of 
sampling, since it provides evidence concerning the process average, and there- 
fore the sampling plan that is most economical. 

Double sampling, per cent defective. It would be almost ideal to have a plan 
in which no bad lots would be accepted and no good ones rejected. Although 
this ideal cannot be accomplished without (at least) 100 per cent inspection, it 
can be more closely approached if a sampling plan is used which involves double 
sampling. This means that if the number of defectives in the sample is not 
large enough to justify rejecting the lot, nor small enough to justify accepting it, a 
second sample is taken, and the fate of the lot decided on the basis of the two 
samples combined. This procedure not only affords more protection to the 
producer, by allowing him a second chance, but it reduces the amount of sampling 
as compared with single sampling. 

The most efficient double-sampling plan for lots of 1,000, where the process 
average is 0.5 per cent, the lot tolerance is 3 per cent, and the consumer’s risk is 
10 per cent, is as follows: Take a sample of 90 from each lot. If there are no 
defectives in the sample, the lot is accepted. If there are more than three 
defectives in the sample, the lot is rejected. If one, two, or three defectives are 
found, a second sample of 140 items is taken from the same lot, making total of 
230 items from the lot. If there are more than three defectives among the 230 
items, the entire lot is rejected. Note that although a sample of 230 items is 
taken under this plan whenever a second sample is required, the sample size is 
only 90 (rather than the 170 called for under the single sampling plan) when the 
second sample is not required. 

AOQL. The consumer can have protection concerning average quality as well 
as concerning the probability of accepting bad lots. If the defective items in 
samples taken from accepted lots, and also the defective items in all rejected 
lots, are replaced by good items, the average outgoing quality is materially 
improved. If the quality of incoming lots is zero per cent defective, the average 
outgoing quality will, of course, be zero per cent defective. Likewise, if the 
quality of incoming lots is 100 per cent defective, the average outgoing quality 
will be zero per cent defective, since all lots will then be inspected 100 per cent 
according to the sampling plan, and all bad items will therefore be replaced with 
good ones. At some value for per cent defective of incoming lots the average 


12 Tf the allowable defect number is c, the producer’s risk is the probability of finding 
more than c defectives in a random sample of n items drawn from a lot of N items in which 
the per cent defective is the process average. Hence; it is the probability of having a good 
lot rejected when the process average is satisfactory’ 
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percentage of defectives in the outgoing material will be at a maximum. This 
percentage limit is known as AOQL (average outgoing quality limit). AOQL 
can be computed for double-sampling, as well as single-sampling, plans involving 
percentage defective. 

So long as there is reasonable assurance that the process average is not greater 
than the lot tolerance per cent defective, acceptance plans based on consumer’s 
risk are satisfactory. Consequently, a control chart should be run concurrently, 
plotting the number or percentage defective in samples (first samples where 
double sampling is used). If the central line is above the lot tolerance, or 
points are plotted above the upper control limit," indicating that the process 
average may be worse than the lot tolerance, it may be advisable to shift to a 
sampling plan based on the concept of AOQL. The effect of changing the 
sampling plan will be to adopt a less liberal definition of what constitutes a bad 
lot, and more sampling will be required. 

For each combination of factors, such as process average, lot size, and AOQL, 
there is a combination of sample size and acceptance number which will require 
the least amount of inspection. The determination of the most economical 
combination involves a considerable skill in mathematics, as well as the use of 
trial and error methods. Fortunately, tables (such as the Dodge-Romig Tables) 
showing a wide range of combinations are available. In the single sampling 
plan described earlier (sample size 170 and acceptance number 2), AOQL is 
.67 per cent. Regardless of the quality of incoming lots, the average quality of 
outgoing material is expected to be .67 per cent or less defective. In actual 
practice the percentage defective of outgoing material will seldom exceed one- 
half AOQL. If we wish to reduce AOQL to .5 per cent the most economical 
single sampling plan is to adopt a sample size of 145 and an acceptance number 
of 1. This .5 per cent limit is reached for lots containing about 1.2 per cent of 
defective items. The average outgoing percentage defective would be less for 
lots containing either 1 per cent or 1.5 per cent defective. 

Sequential sampling. Still further economy in sampling is attained by the use 
of sequential sampling.“ The first step in initiating such a sampling plan is to 
decide not only what shall constitute a bad lot, but also what shall constitute a 
good lot. This distinction may be made on the basis of measurements. For 
instance, if weight is the quality characteristic, a lot with average value of 
64 pounds may be considered a good lot, while if the average value is 57 pounds 
it may be considered a bad lot (or a lot that averages either 57 pounds or 71 


- 


pounds—i.e., beyond 64 + 7 pounds—may be considered bad). Again, the 


18 The number (or percentage) of defectives in random samples is distributed binomially. 
However, if the sample size is fairly large the distribution is sufficiently normal to justify 
using 3-sigma control limits. 

14 Sequential sampling has been developed by the Statistical Research Group, Columbia 
University. For the theory see A. Wald, ‘‘Sequential Tests of Statistical Hypotheses,”’ 
Annals of Mathematical Statistics, Volume 16, No. 2, June, 1945. For methods of application 
see Statistical Research Group, Sequential Analysis of Statistical Data: Applications, to be 
published during 1945 by the Columbia University Press, New York. 
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criterion may be the magnitude of the standard deviation. For instance, a 
lot may be judged good if o is 4 pounds, but bad if it is 6 pounds. Finally, a 
lot may be considered good if it is .5 per cent defective, and bad if it is 3 per cent 
defective. 

The second step is to decide the risk one is willing to take of accepting a bad 
lot, and the risk considered justifiable of rejecting a good lot. For instance, one 
might be willing to take a risk of 5 per cent of accepting a bad lot, and a risk of 
1 per cent of rejecting a good lot. 

Items are inspected one at a time (or in groups) until the cumulated total 
number of defectives" falls beyond predetermined limits (based on the definitions 
of good and bad lots and the two types of risk). The lot is then accepted or 
rejected depending on whether the total is below the lower limit or above the 
upper limit. There is no way of determinining in advance how large a sample 
must be accumulated with sequential sampling before a decision can be reached, 
but the average sample size can be predicted. In general, the average sample 
size required by sequential sampling represents about a 50 per cent saving in the 
number of observations required to reach a decision as compared with best 
currently used tests for samples of preassigned size. The average sample size 
can be reduced under sequentia! sampling by increasing the spread between what 
is considered a good lot and what is considered a bad lot, and also by increasing 
the two types of risk. Finally, it is possible to compute AOQL for sequential 
sampling plans involving percentage defective. 


IV 


The practical value of statistical control of quality has resulted in a rapid 
growth in its use. Various techniques not touched upon in this paper have been 
developed through experience. Others are being borrowed from other fields, or 
developed independently. Some techniques currently used are not in complete 
accordance with the present underlying theory. As time goes on we may expect 
unsound practices to disappear and theory to be extended to include unorthodox 
practices which are sound. There is a need for continued education of business 
executives and industrial engineers in the use of statistical methods. As this 
knowledge becomes more widespread, we may expect further adoption of quality 
control methods. It is important that the South keep abreast of other regions 
in this respect. 


16 This is for percentages defective. When it is a question of whether the mean is too 
high (or too low) one cumulates values of X. When testing whether the mean deviates too 
far from an acceptable value one cumulates values of (X — X’), where X’ is the acceptable 
population value. For standard deviations one cumulates values of (X — X’)?. 
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The primary aim of current economic planning is the creation and maintenance 
of full employment of productive resources—especially labor. Many of the 
plans aimed at achieving this objective come sooner or later to the proposition 
that deficit financing? must play an important réle in their fulfillment. 

The proponents of this instrument insist that the solution of the problem of 
unemployment is a prerequisite to the maintenance of the capitalistic system.® 
According to this reasoning, the system has failed to show that it can, per se, 
provide the employment opportunities necessary for its continuation because 
(a) it has reached maturity or (b) the tenets of the classical system upon which 
Capitalism rests seldom exist in the actual state of affairs.5 

There have been many efforts to weigh the case for deficit financing as a 
method of insuring full employment,*® and economic literature is full of evalua- 
tions of the proposition that the economy has reached maturity and that the 
basic assumptions of Capitalism no longer exist. There is, however, a portion 
of the philosophy that has received altogether too little attention and that is of 
special relevance to the liberty and progress of the people. It has to do with 
the principle—stated or implied—that the use of deficit financing is designed to 
preserve the system of Capitalism.? The thesis of this paper is that such a 
position is untenable; for the use of deficit financing to maintain full employment 
will result in a conflict of objectives. The maintenance of Capitalism will be 


1 Alvin Hansen, Fiscal Policy and Business Cycles, W. W. Norton and Co., p. 353. 

John Maynard Keynes, The General Theory of Employment, Interest and Money, Harcourt 
Brace and Co., p. 372. 

The economic policy of the national administration is based on this objective. Cf. 
testimony of Secretary Wallace before Senate committee, New York Times, January 26, 1945. 

2 As the term is used here it refers to the effcrts of the Government to accomplish, the full 
use of resources by incurring an unbalanced budget designed (a) to alter the spending-saving 
(investment) ratio and (b) to employ resources currently unemployed due to the lack of 
investment from private sources. Hansen, op. cit., pp. 261-264. 

3 A.A. Berle, Jr., ‘And What Shall We Do Then?” Fortune, October, 1941, p. 124. 

4 Alvin Hansen, ‘‘Economic Progress and Declining Population Growth,’’ Readings in 
Business Cycle Theory, Blakiston Co., 1944, p. 366. 

5 Keynes, op. cit., Chapters 1 and 2, p. 378. 

6 Moulton, The New Philosophy of Public Debt, Brookings Institution. 

7 The advocates of deficit financing emphasize their desire to retain the system of private 
enterprise; e.g. cf. Hansen and Greer, “Toward Full Use of Our Resources,’’ Fortune, 
November, 1942, pp. 130, 162; Keynes, op. cit., p. 380; Wallace, op. cit. 
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impossible in view of the consequences that will emerge from the efforts to 
insure full employment by means of deficit financing.*® 

This position rests upon the development of the following propositions: 

1. Under Capitalism attempts at correcting many types of unemployment by 
deficit financing will develop into the long-run problem of maintaining full em- 
ployment by the use of this instrument. This cannot be achieved without the 
destruction of the capitalistic system. 

2. The presence of a national debt created and enlarged for the purpose of 
eradicating unemployment will produce an environment that is not conducive 
to the preservation of the capitalistic system. If this proposition is true, then 
either the program of deficit financing or the capitalistic system must be aban- 
doned. But when, in a democratic society, this condition becomes apparent, 
it will be impossible to abandon deficit financing and, hence, the alternative 
must be the abandonment of the capitalistic system. 

3. The philosophy of deficit financing is but one part of a program that creates 
basic changes in the reactions of people that, per se, are sufficient to destroy the 
system of Capitalism.° 

It should be made clear at the outset that there is no effort here to prove that 
the preservation of Capitalism, per se, is a justified objective of economic policy. 
It is assumed that Capitalism!® is superior to its alternative economic systems 
(a) as a creative mechanism and (b) as an economic system offering the highest 
degree of liberty to the people." 


8 A near acceptance of this possibility is found in Wright, ‘‘Mr. Ratchford on the Burden 
of A Domestic Debt,’’ American Economic Review, March, 1948, pp. 117-118. But his 
acceptance is overshadowed by an insistence that ‘‘public spending has done more to 
negative the Marxist doctrine of ‘inevitable’ revolution than any other single force. It is 
the key to peaceful change, the high road to the ‘middle way’ ”’ (p.118). It is the implica- 
tion of this passage with which we are concerned. Our discussion is to be in terms not of 
what the doctrine “has done”’ to “‘negative Marxist doctrine’”’ but rather what it will do to 
negative capitalistic doctrine. Cf. also Wright, Creation of Purchasing Power, p. 133; 
Pierson, ‘‘Underwriting Consumer Spending,’”? American Hconomic Review, March, 1944, 
p. 24. 

® An objection will be raised that the purpose of deficit financing is to thwart the powers 
of revolution created by the social and political consequences of bread lines. (Wright, 
loc. cit.,forexample). This third proposition is introduced because it is becoming apparent 
that the proponents of deficit financing are too little aware that they are accomplishing in a 
slow, subtle fashion what they profess would be the immediate consequences of their 
failure to act as they propose. The result is to pass to succeeding generations a system, 
in the name of Capitalism, not of their choosing, but one created by us through default, 
because we choose the easiest way without much risk of having to bear the consequences. 
In this way we can pass to succeeding generations the burden (not a financial one) of our 
actions. This is perhaps a more serious burden than the financial one, and it certainly 
offsets the dismissal of the “burden” argument often proposed by the deficit financing 
advocates. (Hansen and Greer, op. cit., p. 169; A. P. Lerner, The Economics of Control, 
MacMillan Co., 1944, p. 303). 

10 As the term is employed here Capitalism refers to the system that rests upon the 
institution of private property, is motivated by the profit motive, and directed by a price 
mechanism functioning through the media of the market place. 

11 Tt is not expected that these assumptions will receive a high degree of acceptance 
among economists for there are many who openly claim that they are unacceptable; there 
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It is assumed also that Capitalism, a system relying upon private initiative, 
must be provided with an atmosphere conducive to the making of choices in a 
manner neither (a) to thwart the expected accomplishment of the objective of the 
choices nor (b) to prevent their origin.” 


II 


The first proposition by which the argument that deficit financing can preserve 
the capitalistic system is challenged is that attempts at correcting certain 
disequilibria in this fashion will develop into the long-run problem of maintaining 
full employment and that efforts to cope with this consequence will endanger the 
continued existence of the system. 

The objective of deficit financing is to achieve full employment by adjusting 
the spending-saving (investment) ratio at a level that will develop a sufficient 
income to insure full employment and thereby to preserve the capitalistic 
system.” 

The question that concerns us is not the success of the policy in achieving 
full employment" but the success of the program in maintaining"® that level of 
employment within the framework of the capitalistic system. 

The extent to which a given degree of public spending will stimulate an 
increase in income and employment depends on the size of the multiplier and 
the rate of acceleration from consumption spending to investment.’® There is 
no reason to assume that, once a given level of income and employment has been 
achieved, that level will be maintained. In fact, it has been shown that the 





are others who imply serious doubts as to their validity. Among these objecters are found, 
of course, the professed followers of Marxian economics and also many who advocate certain 
forms of the ‘‘planned’’ economy. Space does not permit a discussion of the similarity 
of the two. (Cf. F. A. Hayek, The Road to Serfdom, University of Chicago Press; Wilhelm 
Ropke, ‘‘Socialism, Planning, and the Business Cycle,’’ Journal of Political Economy, 
Vol. 44, 1936, p. 320.) 

12 The term ‘‘choice’”’ is used here to mean a positive action in one of several alternative 
courses. Choice may mean a decision not to act. But in the argument here developed 
it is this type of choice that results in the destruction of the capitalistic system. In a 
free economy the individual has the choice of risking his capital in a venture or of not risking 
it. His choice not to risk it will bring the firm to an end (this is one function of the free 
market). But it is now expected that the investor will venture his capital in another firm. 
Here his negative chcice is beneficial to the system in that it destroys the less efficient 
producers. But if he refuses to risk his capital at all the system is endangered; hence, our 
conclusion that the capitalistic system rests upon the possibility of an individual incurring 
a positive choice to action. 

18 Hansen and Greer, op. cit., pp. 130, 158; Keynes, op. cit., p. 380. 

14 In Hansen, Fiscal Policy and Business Cycles (p. 263), the point is emphasized that full 
employment is not the measure of the success of compensatory spending. This is accepted, 
but the contention of this paper is that at present the measure of success of peacetime 
public spending is the degree of employment it achieves and the case is presented in the 
form that the policy, insofar as it accomplishes full employment, is the final hope for an 
enduring Capitalism. Cf., for example, Keynes, loc. cit. 

15 Kaldor, “Stability and Full Employment,’’ The Economic Journal, December, 1938, 
p. 642. 

16 Hansen, op. cit., Chapter XII. 
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more rapid and the more successful we are in achieving a state of full employment 
by public spending the less likely is that level to be a stable one.!” 

There is one condition where incomes and employment stimulated by deficit 
financing can be self-sustaining; that is, can continue without a continuation of 
deficit financing. This is where the effect of the government spending is to 
stimulate economic activity to the degree that private investment will be in- 
creased by the acceleration principle to a degree capable of providing consump- 
tion and investment expenditures equal to those originally made by the govern- 
ment.’ Will this occur? 

The answer will be determined largely by the phase of the cycle in which the 
injection occurs. Government policy is now so emphatically committed to the 
proposition that unemployment cannot be tolerated that it is needless to assume 
otherwise than that the public expenditure will come when unemployment 
threatens. Under this condition private investment will increase permanently 
only to the extent that the original causes of the shortage of investment are 
corrected. The present policy of deficit financing places a serious barrier in the 
way of the adjustment that is required to permit the restoration of private 
investment and the consequent reduction of deficit financing. 

It is possible that private investment may falter because of an excessive 
elongation of the capitalistic process. This leads to a disappointment of entre- 
preneurial expectations because of the adverse relations between rates of interest 
and expected returns. The condition requires an adjustment in capital values 
to the new conditions. The adjustment, however, may be painful in terms of 
employment figures. A maladjustment created in this fashion often gives the 
appearance of an underconsumption phenomenon. When this occurs, the 
planners attempt to stimulate the marginal efficiency of capital, not by per- 
mitting the adjustment to occur, but by stimulating consumption by deficit 
financing. The failure to continue this process subjects the economy to the 
threat of a relapse engendered by the underlying maladjustments that are 
hidden by the deficit expenditures. If the process of postponing the adjustments 
is continued sufficiently long, and the deficit financing creates full employment, 
inflationary price increases must be the result. Under the present philosophy of 
deficit financing the government must commit itself to a continuation of the 
unbalanced budget and eventually to the inflationary trend in order to avoid the 
ever threatening collapse.'? The problem of creating full employment under 
these circumstances becomes one of maintaining it by deficit financing. 


17 Ibid., p. 287; Samuelson, ‘Interaction between the Multiplier and the Principle of 
Acceleration,’’ Readings in Business Cycle Theory, Blakiston Co., p. 268. 

18 In addition, if the government spending encourages a restoration of confidence, 
increased prices, and the like it may result in some dishoarding of funds. If these funds are 
spent or invested by private decision, there is more likelihood of the recovery being self- 
sustaining. None of these conditions is likely to occur in the early period of a recession 
unless definite fears of a subsequent inflation are present. If the government convinces the 
public that inflation will not occur and to the extent that the deficit financing appears to 
relieve the situation (as a palliative) neither of these requirements of the self-sustained 
revival will occur. 

19 This happens because full employment has come about not through a correction of the 
causes of unemployment but in spite of them. 
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Closely related to this is the fact that under the capitalistic system as it is 
organized, even where there is adequate private or government investment to 
achieve full employment there is no assurance that this state will always be 
maintained unless the government is ready constantly to pour added expenditures 
into the system. This is due to the lack of adjustment between the various 
parts of the economy.”® This type of unemployment also gives the appearance 
of an underconsumption depression, a mirage which will lead economic planners 
to stimulate activity through deficit financing that, in the guise of an effort to 
prevent unemployment is actually an effort to maintain full employment by a 
continuous program of deficit financing.”! 

Finally , investment in inventories plays an important réle in the determination 
of economic activity. The liquidation of inventories at the end of a period of 
prosperity is often sufficient to plunge the system into depression, and the build- 
ing of inventories is often able to stimulate a recovery.” If the policy of the 
government is to embark upon a program of deficit financing when a collapse 
threatens, the disinvestment in inventories may be prevented and employment 
maintained. If this occurs, however, the prevention of disinvestment depends 
on the continuation of the unbalanced budget, and the problem becomes one of 
maintaining employment with deficit financing as the chief weapon. If inven- 
tories could be properly liquidated during the period of the unbalanced budget 
the policy would provide a valuable weapon for stabilizing the economy. It 
is doubtful, however, if the type of spending now advocated will achieve this 
purpose for it is based on the proposition that no unemployment can be per- 
mitted. As a result, when unemployment threatens, sufficient new funds must 
be dumped into the market to insure the continued employment of those who 
are threatened with a loss of jobs. This new investment, if it is successful, 
will (a) encourage inventory buyers to maintain their purchases at the level 
already attained, and, in this case, the continuation of their purchases and the 
maintenance of employment becomes a function of the possibility of maintaining 
the policy of deficit financing; or (b) encourage the buyers to increase their 
investments,” but the maintenance of the higher level of investment in inven- 
tories will depend upon the centinuation of deficit financing by the government. 

Insofar, then, as the state of full employment is engendered by deficit financ- 
ing it is highly doubtful if it can be maintained unless the budget remains 
unbalanced. The preservation of Capitalism, insofar as it depends upon a state 
of full employment, becomes, therefore, a function of the continuation of deficit 
financing. The policy of deficit financing (a) is not a corrective™, (b) it may 
prolong the causes that gave rise to the original unemployment, and (c) it will 
become necessary under these conditions to continue the policy to prevent the 


20N. Kaldor, “Stability and Full Employment,’’ Economic Journal, December, 1938, 
pp. 642 ff. 

21 Pierson, ‘“‘Underwriting Consumption Expenditures,’’ American Economic Review, 
March, 1944, p. 25. 

22 Hansen, op. cit., pp. 54-55. 

23 This will relieve the necessity for as much deficit spending as in case (a). 

*4 Kaldor, op. cit., p. 656. 
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recurrence of unemployment.” The original objective of relieving unemploy- 
ment, under these circumstances, becomes a problem of maintaining full employ- 
ment. This will ultimately involve a choice between the preservation of full 
employment by deficit financing and the preservation of the capitalistic system. 
The two a ©; alternatives. 


Hil 


The capitalistic system involves a mechanism whose co-ordinated functioning 
depends upon the possibility of assuming the inherent risks of economic life in an 
environment of political and legal stability. There should be no risks imposed 
upon the individual by the uncertainties of unstable new philosophies and their 
interpretation.” 

The proposition to be emphasized here is that planned economies—of which a 
cardinal feature is the policy of deficit financing—are directly opposed to the 
continuation of the milieu required for the preservation of the capitalistic system. 
There are many reasons why this is true. 

The larger the national debt becomes, the more the government is interested in 
preserving the national income at a high (or ever higher) level.2”_ Prior to the 
birth of the new philosophy of deficit financing the primary need for an adequate 
national income was to provide a rising standard of living and to provide the 
revenue for the operation of the government in the traditional legislative, 
judicial, and executive fields. The creation of an income sufficient to accomplish 
these objectives was the consequence of the action of forces in the market place. 
It was the function of the government to provide the atmosphere conducive 
to the orderly operation of this market. 

Under the new philosophy the government, per se, has become vitally inter- 
ested in the size of the national income, not only for the traditional reasons, but 
also because a decline in the income increases the burden of taxes imposed upon 
the people to carry the debt. The government, therefore, must assume the task 
of preserving the income at the level it deems essential to relieve the burden of 
taxes to the extent required for its continuance in power. Any threat of a 
failure of deficit financing to maintain an adequate income discredits the program 
and the administration as well. 

In addition to this the public spending program creates a vested interest in the 
form of government employees whose future is a function of the permanence of 
the program they administer and whose direct benefits they enjoy. The power 
of this vested interest cannot be overemphasized in understanding the forces 
shaping the economic philosophy of the nation. 

As a result of these developments freedom of initiative must be restricted; for 


25 Hayek, The Road to Serfdom, pp. 121-122. 

26 Ibid., Chapter VI, ‘“‘Planning and the Rule of Law.” 

Some believe that the comparative stability of the legal and political institutions of the 
nineteenth century was a cardinal reason for the progress and development that character- 
ized the economies of that era. Cf. Ropke, International Economic Disintegration, The 
MacMillan Co., N. Y., pp. 73-81. 

27 Seymour Harris, ‘‘Postwar Public Debt,’’ in Postwar Economic Problems, pp. 176-178. 
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under Capitalism that freedom will at times result in a decline of the national 
income and in unemployment.2* The government is, therefore, forced to resort 
to stringent and often arbitrary controls over private decisions. The vested 
interests of government cannot tolerate individual or group opposition to their 
plans. In this fashion public spending becomes the negation of the capitalistic 
system for whose preservation it was originated. 

A second reason for the destruction of the environment required for the 
preservation of the capitalistic system is that the tax measures that are an 
essential concomitant of the deficit financing program become increasingly 
uncertain.2® When tax measures are devised to finance the traditional functions 
of government, their nature is sufficiently certain for all practical purposes; for 
this type of government expenditure grows in a fairly predictable fashion. 
When change is made in the philosophy of these tax measures, it is normally 
debated at length and shaped gradually to suit the development of public opinion 
so that time for adjustment is allowed.*® But this is not true of tax policies 
designed to finance the carrying charges on the public debt created by deficit 
financing of the sort here described. Under these circumstances tax policies 
must be framed currently in the light of such variables as (a) the level of interest 
rates;*! (b) the particular theory of the business cycle held by the government 
planners; (c) the political philosophy of the administration in power;* (d) 
the requirements of the economy with regard to prices and its international 
position ;** and (e) the length of the period prior to election day. This mass of 
imponderables destroys any possibility of planning by private individuals insofar 
as the success of their plans depends on a knowledge of the tax bill. 


28 Kaldor, op. cit. 

2° The only certain aspect of taxes under these conditions is that they will increase. 
This may be sufficient to deter private investment and increase the challenge to Capitalism 
imposed by deficit financing. Ratchford, ‘‘Burden of A Domestic Debt,’’ American Eco- 
nomic Review, September, 1942, pp. 459-460. 

30 Ratchford, op. cit., pp. 456-457. 

31 Tt is essential that interest rates be kept at a minimum under the policy of deficit 
financing. An increase would (a) so increase the cost of servicing the debt and (b) so reduce 
the portfolio values of bank assets that the safety of the economy would be endangered. 
For the same conclusion but based on opposite reasoning ef. P. A. Samuelson, ‘‘The Effect 
of Interest Rate Increases on The Banking System,’’ American Economic Review, March, 
1945, pp. 16-27. 

It should be noted also that if the public spending program creates a period of inflation 
(Harley Lutz, ‘““Government and Unemployment,” Taz Review, October, 1944) the necessity 
of insuring low interest rates may tie the hands of the monetary authorities in coping with 
the situation and again endanger the capitalistic system. Cf. also Philipp H. Lohman, 
‘What Price Economic Security,’’ The Commercial and Financial Chronicle, July 6, 1944, 
p. 73. 

32 Tax measures will, for example, be determined by the opinion of the planners as to 
whether the cycle is explained by an underconsumption or by an overinvestment theory. 

33 For example, an administration that is dependent on the support of labor is likely to 
toy vigorously with taxes on savings and corporate earnings. 

3 Taxes may be levied to subsidize exports or to equalize prices between various segments 
of the economy. 
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A third reason why the policy of deficit financing creates an environment 
unfavorable to the capitalistic system is that it creates rigidities in the economic 
order.** Progressive development in the capitalistic order depends upon the 
possibility of the adjustment of its component parts to the changing conditions 
of a dynamic society—technical, economic, and otherwise. It is only in this way 
that the burden of maladjustments can be assumed by all and the benefits of 
progress can be shared equally.** 

A national debt created by deficit financing requires a high national income to 
such a degree that threat of a decline in the national income cannot be permitted. 
Where this threat emerges from world maladjustments it may require the 
insulation of the economy from the world. This insulation was required to 
permit the reflation of the early thirties; the possibility that it may be required to 
prevent the deflation of a later period should not be overlooked by those who are 
both internationalists and advocates of the deficit financing program.” If a 
capitalistic nation once more adopts economic isolation of any sort it is doubtful 
if Capitalism will long be welcomed into the family of nations. 

Where fluctuations in the cost-price structure create variations in the price 
level and the national income, the rigidities introduced by the national debt 
might place a barrier in the way of the necessary adjustment to the new condi- 
tions. Progress is not a continuous march forward. It must be, however, 
under the new philosophy of deficit financing. Capitalism by its very nature 
cannot meet the test in this respect. And, it should be said, neither can certain 
alternative systems. But much can be covered up under Fascism, Socialism, or 
“planned economies” that under Capitalism we call unemployment, receiver- 
ships, etc. The veil of the one is not a cure for the other. 

The political aspect of the deficit financing program also introduces a rigidity 
that ultimately might lead to several courses any one of which could well destroy 
the system. Two phases of this should be explored. In the first place, the 
government debt held by the banks and private individuals requires that the 
government shal] not permit the price of the bonds to fall. In the second place, 
once the expenditure is made, a vast area of pressure for its continuation is 


8 Wright, Creation of Purchasing Power, Harvard Press, Cambridge, Mass., p. 137; 
Ratchford, ‘“‘Burden of A Domestic Debt,’’ p. 464. 

36 The major portion of the proponents of deficit financing maintains that an economy 
that permits these adjustments to take place no longer exists, and, hence, the raison d’etre 
of the opposition to this type of government planning coliapses. It is not the purpose of 
this paper to analyse the virtues of this position. It is the purpose to emphasize that the 
policy of deficit financing, instead of being the result of the absence of this assumed flexi- 
bility that permits adjustments in the capitalistic system, is one of the instruments that, if 
permitted to continue, causes the destruction of that flexibility. The effect of this will 
inevitably be to promote the forces of nationalism and to eradicate the privilege of indi- 
vidual initiative. 

37 It is admitted that an international program of the Bretton Woods type will relieve 
the threat described here. But if foreign economic conditions are not adequately stabi- 
lized, we must realize that the efforts of Bretton Woods will be in vain. They are in many 
respects, after all, merely attacks on symptoms and not on the causes of our economic 
dislocations. 
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created, and it will be politically disastrous to disobey the wishes of these pressure 
groups through efforts at economy unless assurance is given that the economy 
will not reduce the favored position of those directly benefited by the government 
expenditure. 

Under these conditions the government is placed in the position of protecting 
the interests of opposing factions. On the one hand protection should be given 
to the bond holders (who are also large tax payers), and on the other hand, to the 
recipients of the public spending as a means of continuation in office. Efiorts to 
solve this dilemma may take one of several forms: (a) a continuation of the 
deficit financing until it results in government ownership of most of the means of 
production*® or (b) a continuation of the program until inflation results which 
will also lead to a destruction of the capitalistic system. If the rights of either 
of the groups are rejected both the political and economic safety of the established 
system would be jeopardized. 

Finally, the policy creates an environment in which the elimination of the 
economically weaker portions of the economy becomes impossible.*® It is 
perhaps a cruel dictum, but there is much that can be said for the purgative 
aspects of the business cycle. This, deficit financing is designed to eliminate. 
Cruel as it may seem it is highly probable that it is more fair, just, and agreeable 
than the preservation of inefficiency to provide full employment or than the 
regulation of certain producers by the decree of government authority. The 
inefficiency that is preserved by the program offered by the advocates of deficit 
financing will inevitably create such opposition on the part of those who have 
been accustomed to the greater efficiency of the free market of Capitalism that 
the government will be forced to measures designed to control public opinion. 
These measures must inevitably become the negation of the capitalistic system 
that is based on freedom of initiative and enterprise. 

The danger of these developments lies in the fact that when their true course 
becomes apparent, it is then too late to retrench. By this time vested interests 
have obtained control of the processes of government. If successful, they will 
have trained the masses, in whose name and interest all this policy has been 
formulated, so that they will accept the consequences either (a) as superior to 
their fondest dreams or (b) as the price that must be paid for a “progress” 
whose benefits will accrue sometime if only faith in the State is maintained. 
If this appears too close a parallel to certain recent historical events, it should 
serve only to make us pause as we pass along that same course. 


IV 


The destructive consequences of deficit financing to the capitalistic system are 
due, finally, to the basic changes that will develop in the economic and political 
reactions of the people when they rely upon this instrument of public policy to 
insure fullemployment. To the extent that deficit financing creates the demand 


38 A. A. Berle, Jr., ‘A Banking System for Capital and Capital Credit,’’ Temporary 
National Economic Committee, May 23, 1939, p. 5. 
89 Wright, Creation of Purchasing Power, p. 160. 
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that provides employment opportunities, full employment is directly dependent 
on the decisions of policy determining bureaus. Decisions of this sort are human 
decisions, and they are influenced by human prejudices, ignorance, and judgment. 
They cannot avoid antagonizing, at times, special groups.*° These groups are a 
constant threat to the success of the policy or the bureau and to the continuation 
of the party in power. The administrative group must, therefore, develop an 
atmosphere conducive to the continuity of the deficit financing policy. 

The objection will be raised that any economic policy, government or market 
administered, must have a favorable atmosphere if it is to succeed. This is 
recognized, but the atmosphere that is required for the survival of Capitalism 
is one marked by diversity of opinion, abilities, and expression. This is the 
atmosphere of freedom. It is quite the opposite of the environment that is 
essential to the success of a government-administered program of the nature of 
deficit financing.”! 

Far-reaching government policies of this sort cannot undergo the searching 
light of criticism and public challenge. That is why totalitarian states must 
bridle education, the press, free speech, and private property. The totalitarian 
state is only the sum of smaller plans that often come in the guise of Democracy 
and Capitalism. 

A prerequisite for the success of government deficit financing is a mass approval 
of its objectives. This type of approval can come only through appeals to 
emotion. There is, for example, little rational validity in denouncing the opposi- 
tion to programs of this sort as a “delight to the heart of any president of a big 
corporation” and, therefore, as ‘“reactionary.’“* The real motive is to establish 
an appeal that will rally individual grievances to a focal point of mass prejudice 
against the most likely scape-goat available. 

When this process is employed to develop a favorable reaction to deficit 
financing as a means of insuring full employment, it excludes effective objection 
because the objection cannot be raised on grounds of equal emotional appeal. 
It, therefore, becomes politically unwise to oppose the plan. When this stage 
of the process arrives, the individual is compelled by his dependence upon the 
extraneous forces of government, supplemented by mass agreement, to accept 
his lot. This is a condition quite the opposite of the forces that have created 
and kept alive the capitalistic system. 


40 For example, government spending from which labor receives direct benefits will 
embitter the agricultural interests if the latter are not being equally subsidized; tax policies 
determined by the requirements of public deficits and an underconsumption theory of the 
cycle will antagonize the investors’ corporate interests.. Cf. also Ratchford, op. cit., 
p. 460. 

41 This conclusion will not apply to all government policies, of course. The traditional 
policy of government has been to provide the atmosphere in which freedom of individual 
choice could be exercised; for example, anti-trust legislation would fall in this category. 
But the deficit financing program is so far-reaching in nature that it can by the decisions of 
the administering agency control choices in practically all segments of the economy, for it 
influences demand, investment, interest rates, tax policy, wages, rents, and prices. 

42 Mark Ethridge before the Georgia Academy of the Social Sciences, February 16, 1945, 
Atlanta, Georgia. Cf. The Atlanta Journal, February 17, 1945. 
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The advocates of deficit financing will challenge this reasoning on the grounds 
that independence of thought and progress cannot be created amidst the insecu- 
rity of a machine age. It is for the creation of this security that deficit financing 
is designed. If that is true, then we should admit that the system of private 
enterprise has failed and that we are engaged in building its substitute which 
will not be a system of private enterprise. But we must not forget that it is the 
effort to rise above difficulties that has stimulated creative action among men. 
It is extremely doubtful if history records much enduring progress among people 
whose future is predetermined and underwritten by the authority of government. 


v 


This discussion is not an indictment of the whole program of deficit financing. 
It is designed on the contrary to emphasize that, while the instrument is a valu- 
able means of bridging a period during which adjustments may be made within 
the economy, it can seldom be a corrective in itself. Any policy that mistakenly 
employs deficit financing as a corrective measure for a threatened economic 
collapse thereby creates a condition that jeopardizes the stability of the capital- 
istic order. 

Economic policy too easily admits of the adoption of short-run measures that 
attract popular support because they give the appearance of sound correctives, 
appeal to the emotional instincts, or attract the support of certain economic 
interests which, at the moment, are politically potent. The presence of none of 
these factors, however, is in itself sufficient to assure the success of the policy. 

The policy of deficit financing has all of these characteristics. But there is 
much evidence that more subtle conditions of necessity will be created by a 
continued reliance on this weapon. If these conditions are permitted to develop, 
their consequences may indeed be serious. It is, perhaps, not too late to revalue 
our policies and our objectives, but it must be done soon. The long run, in 
which, as we have been so facetiously told by the Keynesian economists, we shall 
all be dead, is fast drawing to a close, and some are still alive. And we are 
beginning to wonder! 




















NATIONAL PRODUCT DISTORTIONS: WAR AND 
POSTWAR 
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Net national income or product in money terms has long been used as a non- 
duplicative annual total to represent the end results of the economic life of the 
nation. During the war years, however, such net totals have been pushed into 
the background in favor of a new national aggregate called by the Department of 
Commerce gross national product or expenditure. 

The reasons given for the change are significant both for the war emergency 
and for postwar reconstruction. It is contended that the traditional net totals 
leave out certain significant items which should have been included, that our 
war effort has brought these deficiencies to the fore, that the new gross totals 
represent the “over-all picture of the economy . . . in its true perspective,” and 
that with the true picture before us the nation is in a better position to make vital 
policy decisions than it was with “the cruder relationships” of the past.! 

On the other hand, criticisms are being increasingly voiced against the new 
totals. Among the more important of these are the following: 

First, the shift from net to gross has created considerable general confusion, 
has tended to exaggerate the growth of the economy since 1940, and has resulted 
in distorted postwar expectations. Between 1940 and 1943 net national income 
increased from 78 to 148 billions, while the gross totals advanced from 97 to 187 
billions or 20 billions more than the net totals. This 20-billion-doilar divergence 
is due to the great expansion in wartime depreciation charges and business 
taxes which it is not always realized will be cut back considerably after the war. 
In addition, it has not been made sufficiently clear that a shift from net to gross 
has occurred. A distorted picture of national expansion has thus been built 
up in the minds of the public. One not infrequently reads that the national 
income has increased from a prewar level of 70 billions (which is net) to a recent 
level of nearly 200 billions (which is gross). Unfortunate as these confusions 
and distortions are, the resultant criticism of the new gross totals would not, of 
course, be important intrinsically were it not for more vital objections to which 
this criticism is linked. Certain blanket methods of projecting the future lend 
color to generally distorted expectations.? 

Second is the criticism that the official gross totals for the war years (the very 


* Opinions expressed are the author’s and not necessarily those of the Institution. 

1 See Milton Gilbert, ‘Measuring National Income as Affected by the War,” Journal 
of the American Statistical Association, June 1942, pp. 186-90; and Milton Gilbert and 
R. B. Bangs, ‘‘Preliminary Estimates of Gross National Product, 1929-41,’ Survey of Cur- 
rent Business, May 1942, pp. 9,12. See, also, Edwin B. George, ‘‘Gross National Product 
Projections,”’ Dun’s Review, March 1945, pp. 62-63. 

2 See Joseph Mayer, Postwar National Income: Its Probable Magnitude (The Brookings 
Institution, October 1944), pp. 17-22; also discussion and references in section III, infra. 
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years for which they were specifically devised) distort the real national product 
because the money value of war goods, recently amounting to 44 per cent of the 
national whole, is added to the money value of civilian goods on the tacit assump- 
tion that similar pricing methods and price levels apply to both. The gross 
totals of the Commerce Department are conceived in terms of market prices 
which apply primarily to peacetime civilian goods, while the prices of war goods 
are on a higher cost-plus emergency basis. How much higher the prices are that 
prevail in the war goods sector is the subject of considerable controversy at 
present. The criticism of current tendencies which distort the size of the real 
national product applies with particular force to the use of unadjusted wartime 
gross totals as a basis for prewar or postwar comparison.’ 

Third is the criticism that the official gross totals contain certain duplications 
which render these totals less (rather than more) representative of the economy 
taken as a whole. Such criticism applies to years of peace as well as to years of 
war, except that in wartime the duplications are considerably exaggerated. The 
question of duplications in the Commerce Department’s gross totals has not been 
sufficiently emphasized in recent discussion. To this question, and to the 
preferable use of slightly expanded net totals in making postwar estimates, the 
present article is largely devoted. 


In the controversy over income-product concepts—as to whether gross or net 
totals “truly” represent the end results of a nation’s economic activity—the 
question of alleged duplications would seem to be of the essence of the argument. 
A national yardstick cannot serve as a satisfactory base for discussing relevant 
problems of national significance if avoidable duplications are included in the 
base. 

The question of duplications may be approached from two angles: one, from 
the point of view of the distributive income shares which in the aggregate equal 
the net value of the product; the other, from the point of view of the Commerce 
Department’s gross value of the product. 


I 


The distributive income shares as customarily understood are the wages and 
salaries, rents and interest, dividends and profits, which accrue to the labor, 
property, capital, and enterprise factors in the productive process. When the 
issue of possible duplications is raised in connection with the distributive shares, 
it is usually a specious one due to a failure to hold clearly in mind the commonly 
accepted convention for evaluating the contributions of the productive factors in 
the net national income and output. 

The seemingly paradoxical situation in which the executive marries his house- 
keeper and thus reduces the national income, may be cited as an example of 


3 See ‘‘National Product, War and Prewar,’’ The Review of Economic Statistics, August 
144 pp. 109-35; also, Simon Kuznets, National Product in Wartime (National Bureau of 
Economic Research, 1945), pp. 52-53. 

4 See infra, pp. 150-151. 
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current confusions here. This paradox really illustrates two points: one, that 
unpaid housework, concededly important, is by a dubious though accepted 
convention not counted as part of the national income or product; two, that the 
money income received by one person may serve as a basis for the payment of 
income to another person. Although the bearing of the first point on national- 
income measurement should not be overlooked (especially during a time of war 
when women turn in large numbers from unpaid housework to paid occupa- 
tions), it is the second point alone that touches the question of possible duplica- 
tion. Let us say that the salary of the executive is $10,000 and that he pays 
$3,000 as a salary to his housekeeper. Does adding the two salaries, and thus 
obtaining $13,000 in salaries as part of the national income, involve double 
counting? 

Part of our commonly accepted income conventions is that the contribution 
of a wage-salary worker in the net national income-product is his wage or salary 
taken before taxes and other personal or household expenditures are deducted. 
If we follow this convention consistently, it is clear that the salaries of the execu- 
tive and of his housekeeper must both be counted (before taxes and other expendi- 
tures) as their respective contributions in the net national income-product total. 
Thus viewed, no duplication is involved. The same reasoning applies to govern- 
ment wages and salaries. If these (before the deduction of taxes and other 
outlays) are regarded as measuring the contributions of government employees 
in the net national income-product, the fact that they are derived from taxes or 
from borrowing is irrelevant. Again, no duplications of net income or product 
are involved. 

Several other questions are sometimes raised at this point. Does the nominal 
wage-salary income represent the true income (that is, might not the actual 
contribution be ‘‘worth” more or less than the worker gets)? If there were a 
blanket 20 per cent withholding tax and the salary were $2,000 (so that the 
worker actually received only $1,600), would his salary still be $2,000 if the tax 
were reduced to 5 per cent? Might not his salary have been boosted to $2,000 
from (say) $1,800 by trade-union pressure successfully applied because of the 
imposition of the 20 per cent withholding tax? All such questions are again 
irrelevant. The convention has been adopted that the contribution of a wage- 
salary worker in the current income-product is simply his nominal money wage or 
salary counted before tax or other deductions. Any attempt to go behind this 
convention, and estimate utility, worth, or incidence, simply obscures the issue 
before us. 

What has just been said about wage-salary income and contributions to net 
value of product should apply with equal force to the income shares received by 
other productive factors, to interest, rents, royalties, dividends, and business 
profits. With one exception the convention is in fact thus applied. Net rents, 
royalties, interest, and-dividends are counted as part of the net national income- 
product before deducting the taxes which the income recipient who receives these 
shares has to pay. The net incomes or business profits of individual business 
enterprisers, farm owners, and self-employed professional people are likewise 
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counted in national income before income taxes are deducted. In respect to 
corporate profits, however, the convention has not been followed. In the tradi- 
tional national income totals, net corporate profits are counted after rather 
than before corporate income taxes have been subtracted. 

The questions raised above with respect to “true” wage-salary income have 
been voiced even more persistently with respect to net corporate income. Must 
not real utility or incidence be brought into the picture? Such questions would 
seem to be as irrelevant in the present instance as in the others. If we adhere 
to the conventional definition, the contribution of the corporate-enterprise factor 
in the net national income-product should be measured in the same way as are 
the contributions of the labor and capital factors, namely by net corporate 
earnings before corporate income taxes are deducted. The issues involved in 
the present controversy over gross and net totals would be definitely sharpened 
if the traditional net national income concept were made consistent by including 
the corporate income which was disbursed for corporate income taxes and which 
continues to be excluded in the income statistics of the Department of Commerce.® 


II 


We turn now to the gross totals recently pushed into the foreground in place 
of the traditional net totals. As developed by the Department of Commerce, 
the difference between the two series lies in business taxes plus depreciation- 
depletion and like charges. On the business-tax side, it is necessary to emphasize 
the distinction between the corporate income taxes discussed above and the 
indirect taxes which represent quite a different level of taxation. With respect 
to the corporate income going for the payment of corporate income taxes, it 
has already been pointed out that the income here represented should have been 
a part of net factor-share values in the first place. 

Duplications in gross values: indirect taxes. Indirect taxes, most of which are 
shifted into market prices over and above factor-share valuations, stand on 
quite a different footing from direct taxes. Not only do direct corporate taxes 
represent value added by corporate enterprise as a part of the net value of private 
output (while indirect taxes do not), but they are turned over directly by the 
taxpaying unit to the government (which is also not true of indirect taxes). 
The businessman’s ‘income’ that goes for the transfer of indirect taxes to the 
government represents no value added on his part to the value of the product.® 
Furthermore, indirect taxes when completely shifted into price are by their very 
nature handled twice in being passed along to the government. They are fully 


5 The virtue of such an inclusion is recognized in official British practice and is now being 
conceded by various American students of the problem. See TNEC Monograph #3, p. 24; 
also M. A. Copeland, ‘‘The Defense Effort and the National Income Response Pattern,’’ 
Journal of Political Economy, June 1942, p. 423 including note; likewise recent statements 
by the Commerce Department itself. 

6 Such “‘income”’ is somewhat akin to money borrowed and added to one’s bank account. 
It swells the deposits but adds nothing to the income actually belonging to or contributed 
by the depositor. 
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accounted for through factor-share income out of which they are paid to the 
merchant by the purchaser of final products. The merchant, acting here as a 
mere intermediary or collecting agent, simply turns the taxes over to the govern- 
ment. Thus in the accounting of the entire economy, if these shifted taxes are 
in the end added to the net national income total (as they are in “gross product” 
accounting), they are evidently coming in for a double count: once through the 
income recipient when he pays them out of his income and again through the 
business man when he receives them and counts them in his revenues as a part of 
market prices before passing them on to the government.’ 

Duplications in gross values: depreciation and depletion charges. In turning to 
depreciation and similar charges, it should be noted that by the net-value-added 
method of arriving at the national income-product total, we consistently avoid 
product duplications by considering only the distributive or factor shares 
originating in each industry, crediting purchased products and services to the 
selling agencies and not to the buying agency. The distributive shares for all 
industries, including government, are then totaled. Thus all are included and 
none are counted twice. In doing this, however, if we start with the final 
product and work backwards, we ultimately arrive at a point where in the 
primary industries—operating in the mines, forests, and fields—we fail to take 
account of the value of the primary raw materials. When a tree is cut in the 
forest we count only the labor and use of capital involved in turning the tree into 
lumber. By the net-value-added method, we leave out of account the tree itself. 
Similarly, by the net-value-added method we fail to take account of the wearing 
out of the machines used in industrial processing operations. We count the 
factor shares in the conventional sense but leave out the ultimate wear and tear of 
capital equipment. 

As a result of such omissions it is contended by some students that the net 
national income totals as traditionally calculated are too net and that depre- 
ciation and like charges should be added in to sécure a truly representative 
national total. This might be done by expanding the aforementioned con- 
ventional definition so that the capital and enterprise factors in production are 
viewed as having a return not only in the form of interest, rents, royalties, 
dividends, and business profits but also in the form of the depreciation-depletion 
charges that cover the current depreciation and depletion involved in the 
productive process. 

As against any such extension of concepts, however, it is argued that to do so 
would involve a very definite duplication. In the current national product, 
it is pointed out, there is ordinarily a considerable volume of capital-goods 


7 Non-shifted or direct taxes, whether business or personal, are very simply accounted 
for. Nothing of a duplicative nature attaches itself to them, since they are deducted once 
and for all and turned over to the government. 

For further comments see Frederick C. Mills, Prices in a War Economy, Nat. Bur. of 
Econ. Research, Oct. 1948, p. 8, note 8; Roy Blough, Studies in Income and Wealth, Vol. 1 
(Nat. Bur. of Economic Research, 1987), pp. 285-86; Milton Gilbert, op. cit., p. 190; and 
British Government White Paper (Cmd. 6520), 1944, Table I, note 6° 
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replacements. These replacements, although not necessarily precisely equal in 
value to the consumption of capital goods currently going on, are viewed as the 
offsetting part of the same general process. In short, as capital goods are 
consumed they are normally being replaced, and it does not do to count both the 
consumption of capital goods and their replacement in the same current national 
product or expenditure. Otherwise it would be as if one were to break a dish 
in the home, go out and buy another one to replace it, and then count the value 
of both the broken dish and the new dish as part of current consumer outlay. 

Loose application of terms “gross” and “net’’. The confusion at this point has 
become worse confounded because of a loose application of the terms “gross” 
and “net”. It is not always clear when the terms are used whether reference is 
being made to physical product, to value concepts and financial entries, or to 
some undefined combination of these. 

The ambiguity may be illustrated in the use of the terms by the Department 
of Commerce. Does the Department’s designation “gross national product” 
imply a larger real physical product than does the term ‘net national product’’? 
The answer is that sometimes it does and sometimes it does not. The trouble 
here would seem to go back to the different uses of these terms introduced by 
Simon Kuznets in his studies of capital formation on the one hand and national 
income on the other. In his national-income studies, ‘‘net’’ is used to represent 
the factor-share value of the total national product. In his capital-formation 
studies, “net” is used to cover the market-price value of a national product 
that is less than the total product—less by a constructional amount equal to what 
replacement capital goods would be if they happened to be the same (in value 
terms) as the annual depreciation charges. ® 

There are thus two distinct views of “net national product,” the interchange- 
able use of which adds to the confusion which surrounds the problem of duplica- 
tions in the so-called ‘‘gross national product” of the Department of Commerce. 
We can avoid part of this confusion by using one meaning for national product 
rather than two. Suppose we start with the real physical output of the current 
year—a given volume of consumers’ goods and services and producers’ goods, 
including whatever actual capital-goods replacements there happen to be. The 
net value of this given volume of product we secure by summing up the factor 


8 See Simon Kuznets, Commodity Flow and Capital Formation, Vol. 1 (Nat. Bur. of 
Economic Research, 1938), pp. 470-71; National Income and Capital Formation 1919-1935 
(Nat. Bur. of Economic Research, 1937), pp. 4 (also notes 2 and 3), 34-35; National Income 
and Its Composition 1919-1938, Vol. 1 (Nat. Bur. of Economic Research, 1941), pp. 3, 9, 34, 
54-55. 

On pp. 3 and 54 of the last-mentioned publication Kuznets defines national income as 
“the net value of all economic goods produced by the nation.’’ In the other publications 
mentioned he defines national income as the gross (market-price) value of a product which 
is less than the total of all economic goods produced by the nation—less to the extent 
indicated in the text above. See also ‘‘Uses of National Income in Peace and War,”’ Occa- 
sional Paper 6 (National Bureau of Economic Research, March, 1942), p. 16, for inter- 
changeable use by Kuznets of ‘‘net’”’ and ‘‘new”’ capital formation. 

For a similar confusion, see Milton Gilbert, ‘‘War Expenditures and National Produc- 
tion,’’ Survey of Current Business, March 1942, pp. 10-11. 
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shares. If we wish to have the market-price value of this selfsame product, we 
add (as one of two items) depreciation charges. These charges, however, 
represent the wearing-out of capital goods—not capital goods produced this year 
and consumed this year, but currently consumed capital goods that wer» pro- 
duced in previous years. So that, in arriving at market-price values for the 
economy as a whole, what the Department of Commerce is in reality doing at 
this point is counting the physical volume of the entire output of the current year, 
including capital goods replacements, plus that portion of the physical volume 
of capital goods produced in earlier years which has worn out or become obso- 
lescent this year. In its “gross product”? procedure, it is counting the new 
capital replacements and the old capital goods consumed, both as part of the 
output of the current year. This procedure quite apparently involves a duplica- 
tion if we are interested in current output and in a national total that will faith- 
ully represent current output alone. 


It seems proper to assume that a national aggregate of either income or 
product which is essentially nonduplicative in character is more representative 
of the economy as a whole and constitutes a better base against which to measure 
such magnitudes as tax-paying potential or the standard of living, than an 
aggregate in which avoidable duplications of product or values are included. 
The gross value of the national product, as computed by the Department of 
Commerce, does not constitute a nonduplicative aggregate. On the other hand, 
the traditional nonduplicative national income or net value of product total is 
too net only in so far as it omits a portion of the net value of the product, namely, 
that portion of productive corporate earnings which went for the payment of 
corporate income taxes. The traditional national income plus this omitted value 
would serve as a better national yardstick to represent the economy as a whole than 
either the net or the gress totals of the Commerce Department now in common. use. 

It is to be hoped that the Department’s recent discussion with British and 
Canadian experts will result in a prompt revision of the official national income 
total for the United States to include this omitted value. 

Ill 


Having in mind the various difficulties and exaggerations outlined in preceding 
pages, the present writer undertook a study of postwar national income, already 
referred to, which was published as a pamphlet by the Brookings Institution in 
October 1944. The income estimate for the first settled postwar year, taken t 
be 1947, was in the neighborhood of 127 billion dollars.° This may be com- 
pared with a figure of 140 billions put forth by the Department of Commerce and 
generally accepted by official agencies and others as a basis for estimating 
postwar fiscal and full-employment requirements." 


9 The other addition is, of course, indirect taxes—a duplicative addition as we have seen. 

10 Including an estimated 4 billions of corporate income covering direct corporate taxes, 
traditionally omitted in the net national income tabulations. 

11 The 140-billion-dollar figure is a broadly rounded estimate for an early postwar year, 
which in different uses by the Commerce Department, the Federal Reserve Board, the 
Department of Agriculture, Fortune Magazine, the Committee for Economic Development, 
and other agencies and individuals who have accepted the Commerce Department projec- 
tions, varies 2 to 5 billions up or down as a measure of early postwar income in 1943 prices. 
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By October 1944, distorted totals and blanket methods of postwar projection 
had already become so widely used that a figure of 127 billions seemed entirely 
too low and was immediately denounced." Mr. E. A. Goldenweiser of the Fed- 
eral Reserve System took it upon himself to state to the press when the Brook- 
ings pamphlet was released that his staff “had analyzed the Department of 
Commerce estimate, that an income of 140 billion dollars will be necessary to 
substantially full employment on a 40-hour week, and found the data as good as 
can be obtained.” 

Under-Secretary of Commerce Wayne Taylor seemed particularly perturbed. 
He announced that the estimate in the Brookings study “assumes that the 
American genius for continually improving production methods has suddenly 
disappeared.”’ There is, of course, no such assumption in the Brookings pam- 
phlet, where it is specifically stated (p. 20): ‘It may well turn out that the war 
will ultimately greatly accelerate the tempo of economic progress. But it 
should not be forgotten that no little time will be required to harness this new 
knowledge for peacetime usage.” 

In the Brookings study, the 1943 income figures of the Commerce Department 
are used asa base. Whatever productivity existed in 1943 is thus automatically 
incorporated in the Brookings postwar estimates. As for the period from 1943 
to 1947, it seemed doubtful, in view of reconversion dislocations and readjust- 
ments, that the nation could do much more than hold the 1948 efficiency levels 
for the time being. On the other hand, if efficiency increases do occur during the 
transition, it was felt that they might all be needed to maintain existing wage 
schedules, which were raised to present high levels by greatly expanded war 
output. These levels, without some productivity advance, will be difficult to 
sustain at 1943 nonwar prices, when the volume of production and use of produc- 
tive equipment are cut back to more normal levels after the war. 

The national-income approach used in the Brookings study is simple and 
obvious. A rough check of the 127 and 140 billion-dollar estimates is readily 
available. National income in 1943 was around 148 billions. Civilian non- 
agricultural employment in 1947 may be taken to be about the same as in 1943, 
with the armed forces about 7 millions less..* Two major income deductions 
from the 1943 total must evidently be made in considering the year 1947: one, to 
cover the return to a 40-hour week in industry; the other, to cover the pay of the 
7 millions dropped from the armed forces. 


12 This denunciation continues to the present day. See Everett E. Hagen, ‘‘Postwar 
Output in the United States at Full Employment,”’ a Review of Economic Statistics, 
May 1945, pp. 45-59; also forthcoming reply, in the tissue. 

13 We continue the use here of the original, rather than the slightly revised, Department 
of Commerce figures. 

14 See Mayer, op. cit., pp. 6-7, 13; also Hagen, op. cit., Table 2, and George, op. cit., 
May 1945, Table I. While there is room for difference of opinion regarding 1947 employment 
and unemployment, the divergence between the Brookings and Commerce figures is not 
significant. A million more or less employed would change the national income total by 
about 2 billion dollars. Shifts within the total employment estimates (as between farm 
and non-farm) affect the total income even less. For the purpose of our rough check, these 
minor differences may be ignored. 
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The first deduction means a loss of around 12 billion dollars in 1943 overtime 
pay—a magnitude which has been generally confirmed in official computations. 
The second deduction requires a word of explanation. Most of the 7 millions 
leaving the armed forces will be taking peacetime jobs at higher pay. Since by 
assumption, however, about an equal number of civilians employed in 1943 will 
be dropped from the labor force (some to go back to school, housework, and 
retirement, others to enter the ranks of the unemployed), the net effect on 
national income of these employment shifts will be the reduction in the pay roll 
of the armed forces, amounting in 1943 dollars to about 8 billions. These two 
major deductions alone reduce the 148 billions of net income in 1943 to 128 
billions in 1947. 

Other deductions must also be made, to cover losses of income (in 1947 as 
compared with 1943) of self-employed farmers and other business men and of 
employees shifting from high-pay war jobs to lower-pay peacetime occupations. 
The other deductions may amount to as much as 7 billions. As a partial offset 
there will be a major addition to cover increased interest payments on the war 
debt, about 3 billions more in 1947 than in 1943. On balance, these further 
adjustments reduce the traditional total for national income in 1947 to 123 
billion dollars—to which we add an estimated 4 billions of corporate income to 
cover corporate income taxes, in line with our expanded national income concept.” 

We may now ask how a figure as high as 140 billions can be secured? It could 
obviously be secured by a substantial advance in prices or manhours, but both 
these contingencies are ruled out in the Commerce Department assumptions. 
The only other way left open for reaching a level of 140 billions or higher is to 
assume an increase in output per manhour between 1943 and 1947, amounting 
to 10 per cent or more, all of which is absorbed in additional money wages and 
profits. This is precisely the further assumption made by the Department of 
Commerce." 

Stated thus simply, the issue between the 140 and the 127 postwar income 
levels can be readily joined. If one believes that there will be a 10 per cent or 
greater increase in productivity between 1943 and 1947, that none of this wil! be 
needed to maintain existing wage schedules, and that all such assumed efficiency 
gains will eventuate in additional money wages and profits, then a postwar income 
level of 140 billions or higher can be deduced. On the other hand, if one believes 
that such a series of circumstances is not likely to occur, a postwar income level 
more in keeping with 127 billions will seem entirely reasonable. 

The Department of Commerce, however, did not arrive at its 140-billion 
income level by any direct or obvious route, such as that outlined above. It 
chose instead the gross national product approach, made certain blanket 
projections on the basis of prewar trends, and came out with a gross-product 


15 See Mayer, op. cit., pp. 11, 17, 34. We confine ourselves here to round numbers since 
the purpose is merely a rough check. In the United States, interest payments on the 
public debt are counted as part of the national income. The war debt may be viewed as 
providing productive services year after year in the sense of constituting a necessary 
expense incurred to preserve our way of life for the future. 

16 See S. Morris Livingston, ‘‘Post-War Manpower and Its Capacity to Produce,” Survey 
of Current Business, April 1943, p. 16. 
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total of 179 billions in 1943 prices from which a national-income figure is secured 
by subtracting business taxes and depreciation charges.!7 The result of such 
indirection is a confused picture, in which crucial issues are buried, and as a 
part of which exaggerated expectations are kept in the foreground. Were this 
not so, there would hardly be occasion for antagonistic or emotional reactions 
with respect to a 127-billion-dollar postwar income estimate. 

A current example of such an emotional reaction is seen in Mr. Hagen’s article 
in the May 1945 issue of the Review of Economic Statistics, to which reference 
has already been made. The most charitable view of the kind of criticism of the 
Brookings estimate made in that article—that a ‘technical error” is involved 
in the calculations—is probably that the author has become blinded by the 
confusions and distortions involved in the “gross” approach and as a result 
cannot discern the crude statistical mistake he makes in using the unadjusted 
gross total of a peak war year (44 per cent of which refers to war goods) as a base 
for making postwar computations covering peace time goods almost entirely.!* 


In view of the various difficulties and tendencies to distortion involved in the 
use of the gross product totals, and especially in view of the fact that such totals 
contain duplicative additions to net national income, the claim should be 
abandoned that the new Commerce series represents the over-all picture of the 
economy “‘in its true perspective.” 

There should be a shift back again from the gross to a net national series 
(slightly expanded as previously suggested), in giving consideration to such vital 


postwar problems as fiscal requirements, changes in living standards, or high- 
level employment. 


The present labor unrest can be traced in large part to exaggerated expecta- 
tions growing out of distorted postwar product projections. 


17 See Hagen, op. cit., Table 1, last column, under Livingston. It is interesting to note 
that the estimates of the Commerce Department imply that business taxes and depreciation 
charges in 1947 will be even greater than in the war year 1943. Indirect business taxes and 
depreciation charges are, it will be recalled, the duplicative items in the gross product 
totals called into question in the preceding section of the present article. ~/orw+*—~ 

18 For detailed reply see The Review of Economic Statistics, Anagust 4] 945. Mr. Hagen 
makes the assumption (op. cit., p. 46) that the index of the price rise for consumers’ goods 
between 1939 and 1943 is 130 and that the ‘‘inclusion of capital goods and public output 
leaves the index unchanged, the two having opposite effects upon it’’ (my italics). For 
example, if the price index for private capital goods is 115 and for public output 145, the 
two indexes combined would be 130—the same as for consumers’ goods. What Mr. Hagen 
overlooks is that in 1943 the weight of public output (with its relatively higher price rise) 
was forty times the weight of private capital goods (with the lower price rise). He fails 
to make an adjustment in the gross Commerce Department figures for 1943 not only for this 
fact but for the further fact that by postwar 1947 the relative weights of these two sectors 
will be markedly different. Failure to change the distorted national-product ‘‘mix”’ of 
1943 by reducing the huge war-goods sector to postwar size and increasing civilian goods and 
private capital formation proportionately, accounts for Mr. Hagen’s discrepant computa- 
tions which start from a base that is 10 to 15 billions too high for postwar comparisons. It 
should also be noted that, while Mr. Hagen assumes a ‘‘composite’’ price rise between 1939 
and 1943 of 30 per cent, the Department of Commerce assumes this rise to be 20 per cent, 
and Mr. Kuznets (op. cit., p. 52, assumption a) comes out with a rise that is more than twice 
the Commerce Department’s assumption and over half again as large as Mr. Hagen’s. 
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The policies followed and techniques developed in the establishment of price 
control in the cotton textile industry constitute one of the most interesting 
programs in the Office of Price Administration. The issues met and problems 
solved have been as complicated and perplexing as any in the Nation’s economy. 
How well and by what methods price control has been achieved constitute 
the basis for the discussion which follows. 


I 


The movement of prices of raw cotton has conditioned the development of 
policies applicable to the control of prices in the cotton-textile industry. In- 
structive in this respect is an analysis of the market fluctuations of raw cotton, 
as well as the movement in the prices of other fibers, such as wool and rayon. 

The production of filament rayon and staple fiber is accounted for by rela- 
tively few companies and a major part of the output is produced by less than 
half the number in the industry. Such concentration has naturally led to a 
degree of price stabilization over the years not present in raw cotton or raw wool. 
Continuously increasing volume, coupled with improvement in technical proc- 
esses, permitted a steady decline in prices from 1923 to 1932, with considerable 
stability thereafter. Since rayon is a synthetic fiber, price control was under- 
taken initially at the level of those industries which manufacture it from chem- 
icals and cellulose. For this reason the price of rayon has remained constant 
and the prices of the bulk of the filament rayon yarn and staple fiber are at 
levels prevailing in October, 1941. 

The price of raw wool at the farm showed a sharp increase from 20 cents per 
pound early in 1939 to 37 cents per pound in December, 1941, when prices were 
frozen. At this level domestic shorn wool is controlled by the dollar-and- 
cents prices in Maximum Price Regulation No. 106.2. These prices are fixed at 
the market stage rather than at the farm, and, while effective in the market, 
have still permitted some rise in the farm price of raw wool. In the past season 
the entire domestic clip was purchased by the Commodity Credit Corporation 
at prices based on those in the regulation. From 1940 through 1942 the Defense 
Supplies Corporation imported wools for stockpiling purposes. Domestic 

1MPR No. 167, Rayon Yarn and Staple Fiber, issued 6-20-42, effective 6-27-42, 7FR 
4662. 

2 MPR No. 106, Domestic Shorn Wool, issued and effective 2-28-42, 7FR 1648. 
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pulled and scoured wools and all imported foreign wools are dollar-and-cents 
priced in Revised Price Schedule No. 58.3 

Raw cotton prices, however, increased from 9.5 cents per pound at the farm 
at the beginning of 1941 (compared with a parity price of 15.7 cents per pound) 
to 17.5 cents in September, 1941. By that time the farm price had overtaken 
and exceeded the parity price. Parity has increased steadily since then, and the 
cotton farm price has remained close, not without some fluctuations, to parity. 

Although the price of raw cotton remains uncontrolled by the Office of Price 
Administration, stability of prices, with respect to parity, can be effectuated to a 
large extent by the operations of the Commodity Credit Corporation. Such 
stability does not avoid, however, the problems presented by a rising parity 
price. 

The chief products of the cotton textiles industry and the price regulations 
applicable at the mill level are as follows: 

. Combed cotton sales yarn—Revised Price Schedule No. 7 

. Carded cotton sales yarn—Maximum Price Regulation No. 33 

. Grey and colored carded yarn fabrics—Revised Price Schedule No. 35 

. Fine cotton grey goods—Maximum Price Regulation No. 11 

. Other grey and finished textile products, such as duck, wide sheeting, 
bed linens, blankets, towels, and bedspreads—Revised Price Schedule 
No. 89 and Maximum Price Regulation No. 118. 

Sales yarn is normally sold predominantly to the knit goods industries, since 
large parts of the cotton textile woven goods are produced by integrated con- 
cerns. During the war period, however, many weaving mills, unable to supply 
fully their own requirements in the production of the heavy fabrics necessary 
for military use, have needed larger and larger quantities of sales yarn, both 
combed and carded. Grey goods are fabrics which have not been bleached, 
dyed, or otherwise finished after weaving. Examples of these fabrics are print 
cloths and sheetings. Colored yarn fabrics, such as denims, chambrays, and 
mattress tickings, are woven in part or altogether of yarns which are spun and 
dyed by the integrated producer before weaving. 

There are certain areas in the cotton textile industry where specific price regu- 
lations do not exist. As already indicated, there is no control of the price of 
raw cotton by the Office of Price Administration. In other instances, the control 
which exists is that exercised by the General Maximum Price Regulation.® 
The maximum prices of the following cotton textile items are established by this 


oP DN = 


3 RPS No. 58, Wool and Wool Tops and Yarns, issued 12-17-41, effective 12-18-41, 
6FR 6551. 
4RPS No. 7, issued 5-23-41, effective 5-26-41, 6FR 2561. 
MPR No. 33, issued 10-3-41, effective 10-641, 6FR 5091. 
RPS No. 35, issued 10-18-41, effective 10-21-41, 6FR 5335. 
MPR No. 11, issued 6-27-41, effective 6-28-41, 6FR 3180. 
RPS No. 89, issued 2-2-42, effective 2-242, 7FR 715. 
MPR No. 118, issued 4-22-42, effective 5-442, 7FR 3038. 
5 General Maximum Price Regulation, issued April 28, 1942, 7FR 3153. 
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regulation: dyed yarn, narrow woven fabrics, braids, knit textiles such as boot 
linings and glove wristlets, lace, and curtains. While a measure of price con- 
trol exists for these products, a more effective method is the use of specific regu- 
lations tailored for the particular item or category of tabrics. 

In establishing price control for an industry as complicated as cotton textiles, 
it has been neither feasible nor desirable to follow simply one procedure. As a 
matter of fact, a wide variety of methods has been employed either singly or in 
combination. The method most frequently used has been that of dollars-and- 
cents prices per unit. This procedure has resulted in ceiling prices which are 
specific, quickly ascertained, and more easily enforced. Where it has not been 
possible to establish specific prices, they have been determined as being those 
which were in existence as of a designated period of time. This method is known 
as the base-date freeze technique. In other instances, prices have been estab- 
lished by means of a formula. This technique has been widely used in establish- 
ing “‘in-line’”’ maximum prices for new items; that is, fabrics which are different 
from those having specific ceilings. 

The prices of combed and carded sales yarns are covered by dollar-and-cents 
prices fixed on a poundage basis. The respective schedules also cover the proc- 
essing of yarns, such as bleaching, mercerizing, and further twisting or re-winding 
yarn. The controls established by these regulations are of the most effective 
type, but because they do not include dyed yarns, are not so comprehensive in 
coverage as might be desired. 

The prices of grey and colored yarn fabrics, finished sheets and pillow cases, 
blankets, towels, and a wide range of other fabrics have been established almost 
completely on a dollar-and-cents basis. In the case of some fabrics, satisfactory 
control has been achieved by incorporating in the regulation the published prices 
of the specific styles and articles of individual firms. 

One basis for judging the effectiveness of the various methods used to control 
the prices of cotton textiles is an analysis of price movements prior to and after 
the establishment of these various pricing techniques. The War Food Adminis- 
tration maintains an index of prices of seventeen typical constructions of cotton 
fabrics which indicates the movements in the prices of these items.* It is sig- 
nificant to note that the index of prices of the fabrics has remained constant 
since July, 1942, and that the spread between this position and raw cotton 
prices has also continued relatively stable. The raw cotton series shows a slight 
upward movement in recent months and a similar change appears for fabrics. 


II 


Since the schedules fixing maximum prices for cotton textiles were worked out 
at different times and in response to various situations, it is not possible to char- 
acterize in a single formula the process of setting ceilings. In some instances 
prices were derived by adding an appropriate margin for conversion and profit 
to the price of cotton. In most cases, however, the data necessary to make use 


6 War Food Administration, Office of Distribution, Cotton and Fiber Branch. Average 
prices, cotton costs and mill margins for 17 constructions of cotton cloth. 
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of this method were not available and other means were adopted. In general, 
market prices for textiles constituted the basis from which the original ceiling 
prices were determined, as was true in the case of most commodities subject to 
price control. 

Price control in cotton textiles may conveniently be divided into three periods: 
(1) the period of selective price control from May 1941 to May 1942; (2) the 
period of general price control from May 1942 to July 1944; and (8) the period 
of “major item”’ price control from July 1944 to the present. 

The period extending from May 1941 to May 1942 was characterized by cer- 
tain conditions which set it aside as a definite phase in the history of price 
control in the cotton textile industry. These characteristics may be listed as 
follows: rapidly-rising prices of grey goods, increasing cotton prices, necessity 
for rapid action, lack of cost data, and development of sliding-scale pricing. 

In the spring of 1941 the prices of a large number of commodites, including 
cotton textiles, began to rise rapidly. Cotton textile prices have always been 
sensitive to changes in demand. From August 1939 to December 1940 the War 
Food Administration’s index of prices of seventeen constructions of grey goods 
rose 18 per cent; from December 1940 to June 1941 it increased another 46 per 
cent.7 Print cloths, which stood at 31 cents a pound on February 20, 1941, 
advanced to 39 cents in March and were close to 50 cents on June 20, 1941.8 

During the period from August, 1939, to May, 1941, the price of raw cotton 
increased substantially, rising from 9.29 cents to 12.57 cents, an increase of 35 
per cent. In the first year of price control—May, 1941, to May, 1942—raw 
cotton increased 57 per cent in price. This means that from August, 1939, to 
May, 1942, there was an advance in the cost of cotton to the mill from 9.29 cents 
to 19.95 cents—a movement of 114 per cent. 

The rapidly rising cotton prices prompted the issuance in May, 1941, of the 
first cotton textile ceiling. This covered combed yarns, the first of the cotton 
products to feel the effects of heavy military purchases.® Late in June ceilings 
were issued for several basic types of grey goods, including print cloth, combed 
and carded broadcloths, sheetings and osnaburgs. In subsequent ceilings the 
prices of the various fabrics were geared to the ceiling price of print cloth on the 
basis of customary market differentials between it and the price of other fabrics. 
In August, ceilings were imposed on additional types of fine grey goods, princi- 
pally lawns, and in October on carded yarns and further types of carded yarn 
fabrics. Thus, the process was one of selection, calling for action in those areas 
where conditions were most critical and leaving for subsequent study, segments 
of the industry requiring less immediate attention. 

The necessity for swift action in setting textile ceilings made it impossible to 
obtain and verify production cost data for use in fixing maximum prices. Conse- 
quently, market history was relied upon to a large extent, and with advice and 
assistance from the industry, differentials existing between fabrics were con- 

7 Ibid. 

8 Wholesale [’rices, Bureau of Labor Statistics, U. S. Department of Labor, June 1941. 


®* RPS No. 7. Combed cotton yarns and the processing thereof. Issued 5-23-41, ef- 
fective 5-26-41, 6FR 2561. 
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tinued. The various regulations were set up on the usual trade classifications; 
for example, the carded yarn industry was separated from combed yarn, and 
combed fabrics were set up in one regulation and carded fabrics in a group of 
regulations. Within regulations trade designations were incorporated and, as a 
matter of fact, separate pricing methods were in some instances used for par- 
ticular types of products. For example, the maximum prices for towels were 
those in existence for each mill as of a particular period. This was necessary 
because of the lack of uniformity of the product. In the case of print cloth, 
however, it was possible to establish a uniform ceiling price for all mills. 

Because of the continued advance in raw-cotton prices, manufacturers insisted 
that the ceiling prices of fabrics be tied to cotton. To do this would result in 
(a) advancing prices of fabrics with changes in cotton cost and (b) the mainte- 
nance of mill margins. Since no ceiling prices existed at subsequent levels, it 
was possible to give consideration to this proposal, and the Administrator began, 
in October, 1941, to put textile ceiling prices on a sliding scale.’° 

To effectuate this plan the average price of middling 15/16 inch cotton on ten 
designated spot markets was adopted as the standard, especially since this is the 
“cotton” quoted on the market. For each schedule, brackets were established 
and as the price of raw cotton advanced from one bracket to the next, mills 
increased their ceiling prices to reflect the cost of cotton then being incurred. 
It is for this reason that the increases in fabric prices occurred early in 1942, and 
similarly it is because of certain conditions present after May, 1942, that the 
index remained constant until recently. 

The second phase of price control in the cotton textile industry, extending from 
May 1942 to July 1944, was initiated largely because of the necessity of ex- 
tending price control beyond the manufacturing level. The issuance of the 
General Maximum Price Regulation in April of 1942 froze all wholesale and re- 
tail prices at levels existing in March of that year. In addition, the prices of 
all manufactured articles and services not already under specific ceilings were 
frozen in the same manner. 

Because of this situation it was apparent that the “sliding scale’ method could 
no longer be maintained if retailers’ prices were to be held at or below the maxi- 
mum levels reached in March 1942. It was clear that their costs (and particu- 
larly manufacturers’ prices) could not be permitted to advance beyond the 
levels attained in the same period. Therefore, the regulations containing the 
“sliding scale’”’ provisions were amended in May 1942." This was possible be- 


10 RPS No.7 and MPR No. 11 were amended so as to incorporate a sliding scale of maxi- 
mum prices. Three regulations were issued subsequently, also establishing prices on a 
sliding scale. These regulations were: RPS No. 33, RPS 89 and RPS 35. MPR No. 118 
was amended by Amendment No. 1, removing the sliding scale provision. It became ef- 
fective simultaneously with the effective date of the Regulation. 

11 Amendment 4 to RPS No. 7 

Amendment 2 to RPS No. 11 

Amendment 3 to RPS No. 33 - 

Amendment 2 to RPS No. 35 all effective May 4, 1963. 
Amendment 4 to RPS No. 89 
Amendment 1 to MPR No. 
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cause the Administrator was able to determine that the ceiling prices then in 
existence were sufficiently high to permit mills to pay parity price for cotton 
and still maintain a level of profits higher than that attained in pre-war years. 
With the removal of the method for tying ceiling prices of manufactured prod- 
ucts to the market price of the raw material a phase in price control was brought 
to an end. 

During this phase the regulations then in effect were revised and expanded, 
and price control in this industry attained a certain degree of maturity. More 
and more cost data were obtained and former inequities were corrected so that 
by the close of the period a well co-ordinated system of controls had been es- 
tablished, and a certain degree of flexibility had been developed to provide for 
critical shortages of essential civilian fabrics. 

The effect of uniform ceilings for fabrics established generally on market 
history was that certain items, and, indeed, entire categories of fabrics, became 
less profitable to make as costs increased and labor became scarcer. This meant 
that mills shifted production to the fabrics showing the highest return with the 
result that late in 1943 certain essential civilian fabrics began to disappear from 
the market. The Office of Price Administration was faced with the dilemma 
of disappearance of low-end items which resulted indirectly in an increase in the 
cost of living or the necessity of permitting prices to advance at the mill level 
with the possibility of having to make upward adjustments at retail. The Office 
of Economic Stabilization established criteria under which mill prices could be 
advanced, recognizing the possibility of higher retail prices. To implement the 
adjustment procedure thus developed, an overall regulation was issued and made 
applicable to all cotton schedules.” 

With the enactment on July 1, 1944 of the Stabilization Extension Act, a new 
phase of price control in cotton textiles was initiated. Under previous legislation 
the Administrator had been able to say that cotton textile prices met the require- 
ments of law if, taken together, they were sufficiently high to permit mills to 
pay for cotton a price which would reflect parity to the farmer. The new law 
requires that such a determination can be made only if the ceiling prices of 
“major cotton textile items,”’ separately considered, are at levels which permit a 
return of parity to the grower.” 

In effect this means that each important segment of the cotton textile in- 
dustry has had to be considered separately and individually and that it is no 
longer possible to refer to the cotton textile industry in the usual sense. 

Quite apart from any legal requirements, economic forces during recent 
months have necessitated changes in cotton textile pricing which serve to 
distinguish this period as a distinct phase in price control. The need for ad- 


12 Supplementary Order No. 86. Adjustment of Maximum Prices of Certain Cotton 
Textiles and Adjustable Pricing thereof; issued 4-6—44, effective 4-12-44, 9FR 3734. This 
Supplementary Order applied to RPS No. 7, MPR No. 11, MPR No. 33, RPS No. 35, RPS 
No. 89 and MPR No. 118. 

13 Stabilization Act of 1942, as amended by Stabilization Extension Act of 1944. Public 
Law No. 729, 77th Congress, 2d Session 56 Stat, 765, as amended by Public Law No. 383, 
78th Congress, 2d Session, Su. Par. 3, Sub-Section 3. 
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justing prices to encourage production of low-end items has resulted in a sub- 
stantial number of applications by firms for individual treatment for particular 
products. Another change which is developing in response to economic forces 
is that of incentive pricing. Certain types of commodities meet the needs of 
low-income groups but their essentiality is not sufficient to justify ordered pro- 
duction by the War Production Board. In such circumstances it can fre- 
quently be demonstrated that a preferential price is actually less inflationary 
than a shift by the manufacturer to a higher-cost, better-margin fabric. 

So long as the level of cotton textile prices could be maintained on an even 
basis there was little necessity for adjustment of prices at the various levels of 
distribution. Increased prices occasioned by the forces described above, how- 
ever, have required consideration of the adequacy of wholesale and retail ceiling 
prices for the cotton textiles which require no further processing before reaching 
the consumer. 

Throughout the entire period of price control in the cotton textile industry 
one problem more than any other has dictated the policies adopted as legal re- 
quirements and economic conditions changed. This outstanding problem has 
been to maintain prices which were generally fair and equitable—that is, prices 
which yielded for the industry earnings at least as great as those which were 
obtained during a representative base period—and at the same time not have 
prices which would be inflationary, but would be sufficiently high to cause the 
production of essential fabrics. 

The adoption of the “sliding scale” principle was based on the thesis that 
under the then-existing conditions rigid maximum prices would constitute an 
unnecessary interference with the free flow of textile products. At the time the 
decision to “‘tie” ceiling prices of cotton yarns and textiles to the raw cotton 
market was announced, the Administrator stated :“4 


The prices of raw cotton are determined by current demand and supply conditions and 
by the policies of the Government with reference to Government-owned surpluses. So 
long as this is the case there is the prospect of certain upward and downward fluctuations 
in the price of raw cotton. At the present time to freeze this market when the supply 
position is basically good would be an unnecessary interference with the system of free 
prices. ... In the past these fluctuations have necessitated changes in the ceiling prices 
for cotton grey goods and during the period that changes were under consideration the 
flow of commodities was necessarily slowed down or disrupted. This automatic adjust- 
ment obviates the occasion for any such delays and is expected to facilitate the flow of 
textiles under the price ceiling. It is a special plan to meet a special situation and the 
Office of Price Administration has no present plans to apply the system to other com- 
modities. 


The necessity for maintaining retail prices at the levels established by the 
General Maximum Price Regulation dictated a shift in emphasis: stability of 
prices at the consumer level was of more importance, with few exceptions, than 
the adjustment of prices to maintain unrestricted production of all types of 


14QPA Release No. PM 1197, September 19, 1941. 
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fabrics. The ability to maintain prices of cotton textiles at the then-existing 
levels from May 1942 to July 1944 was due to the fact that they continued to 
be generally fair and equitable. Tests were made frequently of the adequacy of 
these prices on the basis of two agency policies, the industry earnings standard 
and the product standard.% 

Earnings data for the cotton textile industry indicated that current returns 
were sufficiently above those obtained in the period 1936-1939 to allow mills 
to pay a price for cotton which would reflect parity to the farmer. Hence, the 
ceiling prices then in existence met the requirements of the industry earnings 
standard. In at least one instance, however, it became apparent that the 
maximum price for a particular fabric was unreasonably out of line with prices 
for the rest of the industry.° To correct this situation the product standard 
was applied which provided for the establishment of a new maximum price which 
was sufficiently high to cover the highest out-of-pocket costs incurred by any 
of the lowest cost producers, who, taken together, accounted for about 75 per 
cent of the output. 

The Stabilization Extension Act, which became effective in July 1944, did not 
require a deviation from the industry earnings standard, but it has been neces- 
sary to apply it differently. Instead of treating the textile industry as an entity, 
it is now required that each major segment be considered separately in determin- 
ing whether or not the ceiling prices are generally fair and equitable and if they 
are sufficiently high to permit mills to pay a price for cotton that reflects parity 
to the farmer.!’? The result is that the averaging of low prices and high prices 
on an industry-wide basis is no longer possible and, hence, upward adjustments 
are now required which were formerly unnecessary. 

To assume that a rigid application of the general policy has been possible isto 
be unmindful of economic forces which are continuously in operation. A 
modification of this policy became necessary when certain types of fabrics used 
by the low-income groups began to disappear from the market. The loss of 
these items was indirectly inflationary because higher-priced fabrics were sub- 
stituted. To alleviate this situation a policy for price relief was developed in 
conjunction with the Office of Economic Stabilization and the War Production 
Board. It was agreed that upon certification by the War Production Board 
that a particular firm, or all firms producing a specific fabric, had been ordered 
to produce certain quantities of the item within a specified period, the ceiling 
prices would be reviewed to determine if they were an impediment to produc- 
tion.18 


15 For a statement of these policies see: Statement of James F. Brownlee, Deputy Ad- 
ministrator for Price, Office of Price Administration, before the Senate Committee on Bank- 
ing and Currency, March 17, 1944, and Statement on Pricing Standards by James F. Brown- 
lee, Deputy Administrator for Price, OPA, before the Senate Banking and Currency 
Committee, March 2, 1945. 

16 Amendment No. 15 to MPR No. 11, issued 4-1-44, effective 4—7-44, 9FR 3577. 

17 For a full explanation of the application of this policy see: Statement of Considera- 
tions to Amendment 25 to MPR No. 118, issued 11-30-44, effective 12-6—-44, 9FR 14214. 


18 This policy was implemented by: Supplementary Order No. 86, issued 4-6-44, effec- 
tive 4-12-44, 9FR 3734. 
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Price was considered an impediment if it was not sufficiently high to cover 
current costs of production, or, in a case in which the producer was earning an 
overall profit less than twice that obtained in the base period, 102 per cent of 
such costs. In a few cases an overall increase has been worked out so that uni- 
form ceiling prices remained.'® The technique developed has been that of 
using the weighted average of the increases which would have been allowed had 
each firm producing the fabric been treated separately. For the majority of 
cases a specific ceiling price is established on the item in question for each firm. 
The extent of the adjustment depends upon the profit showing of the company. 
The theory is that if a firm on its total production is showing earnings twice 
those obtained in the base period, then a price which reflects total costs cannot 
be considered an impediment to production. If its overall earnings are not this 
favorable a profit factor of 2 per cent is added to the cost. 

The discussion, so far, has been restricted to a statement of policies that have 
been followed in establishing prices for cotton textiles for civilian use. The 
same set of rules which have been established for the pricing of civilian fabrics 
applies similarly to fabrics sold to the armed forces with certain exceptions. 
Individual price adjustments have been permitted on all textile items sold for 
military procurement. For items for the armed forces that would ordinarily 
have been priced under the General Maximum Price Regulation, a separate 
regulation was issued which established prices on a somewhat higher level than 
would otherwise have been the case.2° And where extreme emergencies have 
occurred the fabrics in question have been exempt from price control, usually 
for a specified period and with the provision that periodic reports from the 
branch of the service making the purchase must be made.” 


Til 


As economic forces change, so also do the problems of price control in the 
cotton textile industry. A major problem as yet unsolved is the policy to be 
followed in the pricing of certain low-quality fabrics which serve a useful purpose 
to the low-income groups in the country’s population and yet are not sufficiently 
important to justify a mandatory production order by the War Production 
Board. A maximum price for a fabric which is too low results in its disappear- 
ance from the market and the substitution of a better quality, higher cost item 
occurs. This is indirectly inflationary and a situation which must be recog- 
nized. Within the framework of agency policy it would seem that it may be 
necessary to develop pricing techniques which will serve as incentives to the 
production of certain low quality, low-margin fabrics. 


19 This procedure was followed in three cases; namely, 2.20 yard denim, 3.90 yard cham- 
bray, and bed linens. See Statements of Considerations to Amendment No. 12 to RPS 
89, issued and effective 2-12-44; Amendment 17, issued and effective 2-24-44, and Amend- 
ment No. 19, issued and effective 3-23-44, to RPS No. 35. 

20 Maximum Price Regulation No. 157, Sales and Fabrication of Textiles, Apparel and 
Related Articles for Military Purposes, issued 6-3-42, effective 7-1-42, 7FR 4273. 

21 Supplementary Order No. 107, Exemption of Certain Sales of Textiles and Apparel to 
the War Department, issued 3-9-45, effective 3-14-45. 














160 HARRY G. BRAINARD 


For the Office of Price Administration as a whole, certain difficult price prob- 
lems will develop as industries resume peace-time production. The situation 
in the cotton textile industry will probably raise fewer reconversion problems 
than many others because it is relatively easy for a mill to shift production from 
one fabric to another and in most cases no new equipment is necessary. In the 
reconversion period, therefore, the problem will not be so much one of obso- 
lescence of machinery, as it will be of reduced production and worn-out equip- 
ment. Both of these conditions will result in higher costs end heavy pressure 
on ceilings now based on costs existing under conditions c. high-volume pro- 
duction. 

A final problem is concerned with the price of raw cotton. At the present 
time stocks of cotton are available to mills from inventories held by merchants 
and from the 1943 crop in loan but a situation which may result in serious 
difficulties is the purchase of this season’s crop at parity price by the Commodity 
Credit Corporation, and its policy of selling this cotton at roughly one-half 
cent above parity. Should the stocks held by this agency become the principal 
source of supply, a critical shortage would develop immediately because the 
Commodity Credit Corporation is restricted by Congress in the volume of its 
sales. Annually, it is limited to the sale of one and a half million bales and a 
maximum of three hundred thousand bales in any one month. Conceivably, 
this could mean that less than two months’ requirements could be provided 
during an entire year at the present rate of consumption. Such a situation 
would, of course, precipitate a crisis in the pricing of cotton textiles. 

No attempt has been made and, indeed, it is not possible, to list all the prob- 
lems incident to price control of the cotton textile industry. A few are known 
and clearly recognized, and efforts are being made to solve them. Others are 
not so easily identifiable or may not now be present. It is well, however, to 
anticipate them wherever possible and to develop solutions. 
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History of Economic Doctrines: An Introduction to Economic Theory. By Ed- 
ward Heimann. New York: Oxford University Press, 1945. Pp. ix, 263. 
$3.50. 

The developments in economic theory during the last two decades have been 
almost as striking as the parallel events of our economic world. No adequate 
summary, however, of the new ideas and their impact upon previous doctrines 
has as yet been written. Professor Heimann’s short survey may well be re- 
garded as a preview of more exhaustive studies of this much needed sort. Now 
that the second World War has ended, economists, like others, must reconvert 
their energies to a new and, in considerable measure, still uncharted peace-time 
economy. They must scrutinize very carefully their existing methods, their 
present tools of thought. The events of the last decade may well have wrought 
as much obsolescence among economic ideas as they have in the technology of 
economic production. 

Professor Heimann states that his central purpose is: “to show the inward 
logic, revealed in retrospect, of the development of modern economic thinking 
and thereby to place the study of economic theory in its proper setting.” He 
describes his work as a “history of ideas rather than authors, . . . the history of 
economics as a sequence of methods employed in solving the problem of econom- 
ics, ... the methodology of economic theory as this has been historically con- 
ceived, whether implicitly or explicitly.” Whereas previous interpretations 
have usually presented the history of doctrines either as ‘“‘the progress in ana- 
lytical thinking”’ or as “the variety of conflicting theories” supporting “the class 
interests of those who advance or defend them,” the method employed in the 
present study is conceived of as being more comprehensive than either of these 
and as including both. It examines the thought of man in its broadest aspect, as 
both reflecting and shaping his life, as a “correlation . . . not between economic 
interests and economic theories, but between changing forms of man’s under- 
standing of himself in his changing existence, on the one hand, and changing 
methods employed in economic thinking, on the other.” 

The primary function of every economic order is to allocate resources and 
labor in such a manner as to secure the maximum satisfaction of needs. The 
selection of the social system—authoritarianism, capitalism, or socialism— 
within which the economizing shall take place, and the determination of the 
character and order of needs to be satisfied, are political and moral problems 
which lie outside the province of economics. The business of economists, under 
any and every system, is to ascertain and explain how the two phases of econo- 
mizing may be carried on with the maximum of efficiency. “Economics is 
purely a technical branch of knowledge.” 

The author contends that there was no science of economics—though there 
was economic policy—before the rise of free capitalism, because the need for 
such did not exist: authoritarian political units determined both the pattern of 
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needs and the allocation of production factors; this was “economic planning” 
at the top. The undermining of the authority of the absolute monarch in the 
17th and 18th centuries, however, gave rise to the necessity of explaining how 
the economizing process could function without an “ordering will’ from above. 
Thus arose Classical Economics, “‘the doctrine of the system of free enterprise.” 
It discovered the “ordering will’ in the laws of God implanted in nature; no 
centralized human authority was necessary to guide the new found economic 
freedom. Adam Smith and the other founders and their followers, who com- 
prise the Classical School, fell into certain serious errors of both commission and 
omission. They aspired to solve, by economics, the political and moral prob- 
lems of their age. On the other hand, they failed to describe accurately and 
fully the character of economic phenomena itself: they did not realize its dy- 
namic nature; they overlooked the important role of money; and they ignored, 
and even sought to disprove, the existence of crises. All in all, they attempted 
far too much, and accomplished much too little. 

Marx and the socialists, in contrast to the Classicists, did a much better job 
of describing capitalism; they portrayed its dynamic character, analyzed the 
effects of changes in technology, emphasized the importance of money, and laid 
the groundwork of future business cycle analysis. Like their orthodox oppo- 
nents, however, they too derived a political and ethical system from their eco- 
nomic reasoning; and like Ricardo they employed, and have continued to em- 
ploy up to the present day, an untenable theory of labor value. 

Neo-Classical economists, through the development of the marginal utility 
analysis, improved upon and refined the value theories of Smith and Ricardo, 
but retained the static approach; and some of them, at least, continued to sub- 
scribe to the economically derived political and moral philosophies of the earlier 
orthodox writers. Gradually such economists as Wicksell, Fisher, Mises, Pigou, 
and Schumpeter began to probe into the realities of money, crises, and economic 
dynamics; however, they have sought to bring the explanation of such phenom- 
ena within, or reconcile it to, the general system of static analysis. It remained 
for a number of writers of the interwar period to direct economics at last toward 
a sound method of attack upon the economic problem. These writers have 
developed what has come to be known as the -.eynesian system. It is far from 
being perfected, but it has freed economic methodology from the incumbrances 
of political and moral purposes, and it has relegated static equilibrium analysis 
to the minor role which it can properly fill. 

One can readily perceive from the foregoing brief outline that the author has 
essayed a very large task within the limits of two hundred and forty small pages. 
He informs us that the original draft was even shorter, but that he was induced 
to lengthen it in order to make for easy reading. The reviewer thinks that he 
might wisely have been counselled toward further amplification: the text scarcely 
lives up to the promise held out in the introductory description of the proposed 
method of treatment of economic doctrines. The main outlines of historical 
interpretation are not very clearly developed; and the treatment of ideas, for 
the most part, is sketchy indeed. The ideas of the many individual writers, 
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groups, and schools of the last two centuries are summarily reviewed in terms of 
simple generalizations which constitute little more than a series of labels— 
labels which all too often fit the writers’ ideas very loosely. Smith signifies 
“natural law,” “harmony,” “optimism”; Malthus and Ricardo are lumped 
together under the label, ‘‘pessimism’’; the Manchester School is dismissed with 
the implication of “‘vulgarization” and a passing reference to free trade. The 
section on Neo-Classical economics, while excellent in some passages, for the 
most part is a rapid kaleidoscopic parade of abstract terms, phrases, and au- 
thors’ names which is not likely to reveal much in the matter of economic ideas 
to the uninitiated. 

The treatments of socialistic ideas and crisis theories are much more ample. 
One feels that Mr. Heimann is much more at home in these fields. He sees 
quite clearly the complexities, the inconsistencies, and the difficulties, of cyclical 
analyses, as well as the solid accomplishments that have been made. 

The work suffers somewhat from too frequent indulgence in sharp antitheses 
and from vagueness regarding the time or locale of ideas, institutions, and events. 
The shortcomings indicated result, in considerable measure no doubt, from the 
attempt to cover so much in so little space. Such efforts are likely to supply a 
mere collation of names and ideas. <A survey of this character may have real 
utility when used in conjunction with more extensive studies and with original 
works; but it is doubtful if it alone can supply the basic understanding of the 
broad field of economic theory. 

University of North Carolina Mitton S. Heats 


Backgrounds of Conflict. By Kurt London. New York: The Macmillan Com- 
pany, 1945. Pp. xvi, 487. $3.75. 

The author states that “it is the purpose of this book to present some of the 
facts concerning the origins and development of these philosophies and prac- 
tices [which led to the Second World War] in order to provide a basis for sound 
diagnosis and prevention.” Further he suggests that such concepts as “total” 
and “global’’ in the realm of world politics “‘should be made the subject of study 
in college courses in the fields of political and social sciences, history, and edu- 
cation.” 

So, apparently, Backgrounds of Conflict is intended to provide material for 
discovery of the causes of World War II and is offered as a text for college 
students. In this reviewer’s opinion the book fails on both counts. Without 
the suggestion in the preface of its possible use as a college text, it would have 
been difficult to know for what audience the author was writing. For instance, 
in introducing the subject of Vichy France, designated ‘Painful Intermezzo,” 
the author mentions the Enlightenment with an assumption that the reader 
meets the term with knowledge and understanding,—yet when he uses the word 
animism (on p. 189) he feels the necessity to define it in a footnote. 

The scope of the book is stupendous. This fairly slim volume has sections 
on Nazi Germany, Fascist Italy, Japan, the Soviet Union, the British Common- 
wealth, and the United States, and each attempts to treat historical back- 
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grounds as well as contemporary philosophy and practice. Yet in a sense, too 
little is attempted as well as too much. The historical background is curiously 
abstract, being confined almost entirely to the realm of ideas, to the neglect of 
events and policies. 

The book’s preface says that the main purpose of the sections on Great Britain 
and the United States is ‘‘to provide the basis for an ‘intellectual defence’ of 
the principles of democracy.”” But here, as through the whole volume, the 
method of treatment by separate countries and the selection of material lead 
to dangerous oversimplification. Even the author has occasional qualms about 
the achievement of his own aims. He suggests that democracy is losing some 
of its former characteristics and assuming new ones and “it is therefore impos- 
sible to outline with accuracy (its) coming evolution.” Occasionally, also, he 
seems to realize that the political forms he describes are conditioned responses 
to certain fundamental historical and technical developments of the present 
day. Of Fascism, he says, “the real significance is likely to appear in the uni- 
versal appeal of the new ideology, which cut across national boundaries; an 
appeal coming from the fact that it was a response to problems which are typ- 
ical of our time.” But nowhere does he state these problems. He does not 
treat such “backgrounds of conflict” as the new technology, the lags in our 
economic and social institutions, the heritage of power politics. 

There are useful bibliographies attached to each section of the book and they 
again suggest the vast task which the author set for himself. The task calls 
for philosophical acumen as well as erudition and one feels that the author would 
have been well advised to content himself with a more limited aim. 

Sweet Briar College Guapys Boone 


Budget and Fiscal Program of the Civil Aeronautics Administration. By the 
Washington Chapter of the Society for the Advancement of Management. 
Washington: The American University Press, 1945. Pp. 37 plus appendices 
(mim.). 

The Budget as a Tool of Management within the Federal Housing Administration. 
By the Washington Chapter of the Society for the Advancement of Manage- 
ment. Washington: The American University Press, 1945. Pp. 30 (mim.). 
Students of management can agree enthusiastically on the merits of budget 

studies of particular agencies such as the two under review. Altogether, it is 

contemplated that seven monographs concerning as many Federal agencies will 
be prepared under the joint sponsorship of the Washington Chapter of the 

Society for the Advancement of Management and the School of Social Sciences 

and Public Affairs of the American University under the general title of ‘“Fed- 

eral Fiscal Series.” It should be recalled in this connection that the American 

University has recently published six of seven volumes of readings on Budgeting: 

An Instrument of Planning and Management, which these case studies effectively 

supplement. 

The Civil Aeronautics Administration study reflects the practice in an agency 
characterized by extraordinary difficulty of financial control due to'geographical 
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distribution of activities, to methods of support, and to the emergency character 
of a great deal of the work. At the same time, as depicted by the committee of 
the Society for the Advancement of Management, the budgetary control tech- 
niques are well developed. One gets the impression from the report on the 
Federal Housing Administration budget that this agency, though vigorously 
and intelligently working on the problem, has not attained as great refinement 
in dealing with its fiscal control problems. At the same time, some achieve- 
ments are said to stand out prominently: development of ‘‘cost-consciousness”’ 
throughout the staff, the use of particular management measuring-sticks, and 
the articulation of the annual budget with a long-time program. 

Both these sketches are designed to aid the serious student of management 
toward an understanding of fiscal control in government. Both succeed in 
outlining effectively a particular, complicated picture of general management 
through such control. 

Bureau of Business Research James W. MartTIN 

University of Kentucky 


The Economics of Demobilization. By E. Jay Howenstine, Jr., Washington, 
D. C.: Public Affairs Press, 1944. Pp. 336. Paper, $3.25; cloth, $3.75. 
Reading of the policies and methods employed in demobilizing the war econ- 

omy after World War I, as Dr. Howenstine has compiled it, induces the night- 
marish feeling that all this has happened before. With the change of a few 
names and dates much of the material might have been reported by yesterday’s 
press rather than that of a quarter of a century ago. Perhaps some of the ap- 
parent verisimilitude may be in the method of handling; but the fully docu- 
mented weight of evidence is the real source of the impression that the nation 
is having difficulty from escaping a squirrel cage solution of many postwar prob- 
lems. 

The author would be the first to discard the thesis that history repeats itself— 
exactly. Indeed the best reason for reading history, including Dr. Howenstine’s, 
is to see that it doesn’t. Chapter III takes up specifically the “Contrasts: 
1918 and 1944.” Yet, while there are important and fundamental differences 
in the points of view, the resources, the know-how and the weltgeist of 1945 and 
1918, the most striking features of Howenstine’s account are the similarities he 
uncovers. 

World War II has afforded a demobilization by stages which should cushion 
the shock of liquidating a munitions industry producing at the rate of $5 billion 
a month just prior to V-E Day. But as V-J Day approaches we appear likely, 
as though impelled by some horrible fascination, to repeat some of the mistakes 
of 1918-1920. 

A survey of past inadequacies and a nine-point “blueprint for demobiliza- 
tion” make up the last two chapters. The author’s valuations bear the stamp 
of a sympathetic grounding in the Keynes-Hansen catechism which is today 
orthodox for the majority or right wing of the ““New Deal’’ party (a recent tag 
for the traditional American liberal movement). The trinity of the faith as 
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phrased by Howenstine (p. 314) reaffirms “the supremacy of the three objec- 
tives that dominate practically all postwar planning today—full employment, 
a favorable environment for the expansion of free enterprise, and social security. 

The reader will find nothing particularly new or startling in the nine-point 
program. On many of them he will even find himself in close harmony with the 
NAM platform. Old friends are there, such as strictly military demobiliza- 
tion, quick contract cancellation and settlement, rapid disposal of surplus prop- 
erty, flexible tax policy with lesser burden on risk capital, full participation in 
the rebuilding of Europe, relaxing controls as soon as equilibrium prices and 
output approach actual (controlled) prices and output. The other points are 
also proposals that have received wide discussion. 

The author’s style is clear, direct, effective, and escapes that ponderous 
academese which so often makes learned and dull synonymous. If some criti- 
cism must be made, the reviewer would say that the style is almost too compact. 
Howenstine serves so many variables in his historical cuisine that some might 
feel stuffed rather than nourished. - 

The reviewer, however, is more than willing to agree with Alvin Hansen, who 
states in an introduction, that “here is a book that should be widely read.” 
Moreover, it can be. 

War Production Board R. 8. WinsLow 

Program and Statistics Bureau 


Elementary Statistics. By Hyman Levy and E. E. Preidel. New York: Ronald 

Press, 1945. Pp. vii, 184. $2.25. 

The authors of this pocket-sized volume designed for scientific students are 
members of the mathematics staff at Imperial College of Science in London. As 
one might expect, the book deals mainly with the mathematical foundations of 
statistics. In addition to customary topics, such as measures of central tend- 
ency and dispersion, correlation, and reliability of the mean, we find a chapter 
on probability, and reasonably simple mathematical expositions of the binomial 
distribution, Bernoulli’s law, Stirling’s theorem, the Gaussian curve, and Pois- 
son’s distribution. Most of the derivations involve only elementary algebra, 
but there are places where an understanding of calculus is necessary. Although, 
in general, applications are not stressed, we find a chapter dealing with some of 
the problems of quality control. Topics of special interest to economists, such 
as methods of sampling, index numbers, and time-series analysis, are not men- 
tioned. Neither is there any treatment of tabular or graphic presentation. 

The main frequency distribution illustration, death rates at different ages from 
phthisis in London, is very unfortunate. It is questionable whether it should 
even be considered to be a frequency distribution. The death rates are given as 
deaths per 1,000, though apparently they are per 100,000. The mean age of 
death is computed by multiplying each age by its death rate and dividing the 
result by the sum of the death rates. One should use ectuai deaths rather than 
death rates in making such a computation. The authors are subject to criticism 
also for publishing the table of normal curve areas in a form inconvenient for 
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use. There are few typographical errors, but on page 44 there is a mistake in the 
formula for combinations of N things taken r at a time. 
University of North Carolina Dupiey J. CowDEN 


The Farmer’s Last Frontier: Agriculture, 1860-1897. By Fred A. Shannon. 

New York: Farrar and Rinehart, Inc., 1945. Pp. xii, 434. $3.75. 

In a nine-volume series, of which Shannon’s is the fifth volume, the editors of 
this economic history of the United States have set as their goal to “treat au- 
thoritatively, if not definitely, the main lines of economic development” of the 
nation from its very beginnings to the present day (p. vi). Shannon has well 
fulfilled his part of the mission in his treatment of agriculture from 1860 to 1897. 

In his opening chapter, entitled ‘“Nature and the Farmer,” the author outlines 
the farmer’s relation to his natural environment. So far the treatment is good, 
but the author then attempts to explain the rise of the farmer’s “traditional 
individualism” in terms of his attempts to adjust to a new and strange environ- 
ment. Lack of reliable scientific data and expert advice is said to have driven 
the farmer to an extreme self-reliance. It is possible to see how such a situation 
could have given rise to this self-reliance within a limited area of technical ac- 
tivities, but it is not made clear how individualism there would necessarily 
be carried over into politics and other fields equally far away. 

Passing to a general chapter on settlement in new areas, the author prepares 
the way for a superb analysis of the disposition of the public domain. The anal- 
ysis results in a sweeping indictment of the land laws, but the judgment can 
scarcely be questioned. Shannon shows that in the period 1860-1900 only 
about one-sixth of the new homesteads were on land given to the homesteaders 
by the government. He points out that the Homestead Laws, supposedly de- 
signed to help the poor, actually reached no lower than the middle income 
groups, because the poor had no means either to pay transportation costs to a 
new area, or to maintain themselves in the new area while they established 
themselves. Instances are given which illustrate everything from innocent 
inefficiency to outright fraud. The action which resulted in the setting aside of 
the Mt. Rainier National Park is an interesting example. This area, useless 
for farming and poor as timber land, was owned by the Northern Pacific Rail- 
road, but James J. Hill arranged to have it set aside as a National Park, obtain- 
ing in exchange an equal area (450,000 acres) of richer land elsewhere. In 
some cases, the railroads and timber barons were even permitted to strip the 
land and then trade it for virgin timber in another area. 

Following the chapter on land disposition, there is presented a chronicle of 
developments in the South, the Prairie, the Western range areas, and the East, 
successively. The discussions are heavily documented and competent. 

The chapters on the various areas of the country are followed by chapters 
on Governmental Activity in Agriculture, The Agrarian Uprising, Farmers’ 
Co-operative Movements, and, in conclusion, The Farmer and the Nation. 

The chapter on the Agrarian Uprising is well done, being excelled only by the 
one on the public domain. The importance of low farm prices, discriminatory 
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freight rates, lack of capital, and several other factors are examined in their rela- 
tions to the rising tide of agricultural unrest which culminated in such move- 
ments as the Populist, the Granger, and the Farmers’ Alliance. 

The subject matter of the volume covers a broad field, and the documentation 
is exceptionally full, but it is impossible to escape the feeling in some sections of 
the book that the author (perhaps as a necessary expedient to keep the length 
within reasonable limits) has relied too much on presentation of statistics and 
citation of sources, with too little attention to exposition and analysis. His 
approach throughout is liberal without being debunking. 

One of the most valuable features of the book is the bibliography, which fills 
the last thirty-five pages. Sources are not only listed, but also are grouped by 
subjects, discussed, and evaluated. This section, written in prose, and set in 
the form of a final chapter, will send many readers on a search for further infor- 
mation on the history of agriculture in the last third of the nineteenth century. 

If he can thus arouse an interest and desire for further investigation in his 
readers, the author must be judged successful. 

North Carolina State College Francis E. McVay 


Latin America in the Future World. By George Soule, David Efron and Nor- 
man T. Ness. New York: Farrar and Rinehart, Inc. 1945. Pp. xiii, 372. 
$2.50 text, $3.50 trade. 

This is a publication of the National Planning Association. ‘It is derived 
not merely from research by the authors, but, more importantly, from discussion 
among those who have both expert and practical knowledge of the problems 
involved.”’ Alvin Hansen acted as supervisor for the Association. Six of the 
nineteen chapters, containing 113 out of 310 pages of text, were ‘‘drafted” by 
Virginia Coughlan who also assisted in editing the entire manuscript. 

Special care was taken to assure the co-operation of Latin-Americans. One 
of the authors, David Efron, is a citizen of Argentina. Other Latin-Americans 
participated in the numerous conferences at which problems and issues were 
discussed. Finally, the manuscript was submitted, before publication, to 
representatives of the twenty Latin-American republics for advice and correc- 
tion. Who these Latin-American “Silent partners” are is not indicated. To 
that extent the publication contains an element of anonymity. 

Judging from sources cited, one may conclude that, apart from a few sta- 
tistical tables, which extend to 1944, the manuscript was completed some time 
during the first half of 1943, about two years before publication. Much has 
happened in these two momentous war years. This undue delay of publication 
has affected the timeliness of the factual sections of the book but hardly its 
general philosophy. 

The authors proceed from the assumption that the Atlantic Charter with its 
quest for “freedom from want” for all and the “Good neighbor” policy which 
excludes political, financial and any other sort of imperialism, are cornerstones 
of United States policy and are to be taken at face value. From this premise 
they proceed to examine the record, to formulate policies and devise measures 
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whereby Latin America may be assured of, or at least brought nearer to, “free- 
dom from want.” 

The outline of the book flows naturally from this conception of its purpose. 
There are three parts. The first one describes and analyzes the economic and 
social conditions of Latin America asthey existed beforethe war in terms ofthe 
welfare, or the absence of welfare, of the masses of the people. The second part 
summarizes the impact of the war on these conditions and lists measures taken 
to soften this impact and to improve these conditions. Part three contains the 
recommendations of policies and specific measures. 

Part one is a dark and sombre story. There is not a trace of that gay romance 
and glamor which tourist literature and movies have made to appear almost 
synonymous with Latin America. The life in the Deeper South below the Rio 
Grande is shown not as an everlasting round of fiestas and siestas but as a 
ghastly example of civic neglect and human failure due to ignorance and greed. 
To be sure this amazing story of starvation wages and diets, of millions of sick 
without doctors or hospital beds, of more millions lacking the basic necessities 
of decent life is not told sensationally, but calmly and scientifically as a physi- 
cian writes a diagnosis. Each statement is supported by statistical or other 
evidence. The main facts are driven home with the aid of carefully selected 
charts and diagrams. 

After four chapters dealing with purchasing power, nutrition, housing and 
sanitation and health, the authors through four additional chapters attempt to 
explain how these conditions were brought on. They examine the geographical 
layout of Latin America, study methods of land use, devote an entire chapter 
to land-ownership, discuss the social and political status of labor and summarize 
this analysis of causes in Chapter Eight entitled “The Pattern of Economic 
Activity” in which the onesidedness, the low level of industrialization and other 
characteristics of the Latin American economies are developed. 

The conclusion reached in this first part of the book is that in the main not 
nature, though she is not altogether innocent, but man is to blame. At the 
bottom of the trouble are such human attitudes and institutional arrangements 
as feudal conceptions of society according to which the rank and file of the 
people are merely tools in the hands of the powerful few; concentration of 
landownership in the hands of a small group of aristocratic families or foreign 
corporations; speculative exploitation of earth resources; absentee ownership 
devoid of all sense of social and civic responsibility; ‘“‘colonialization” as dis- 
tinguished from colonization; ‘El-Dorado-ism” or the desire to reap where one 
has not sown; and racial conflicts reducing large minorities, if not majorities, of 
populations to the status of a pariah class, underprivileged or totally excluded 
from the socio-economic system of the country. To these indigenous causes 
must be added on the outside modern machinery and technical ‘“Know-how.” 

The first two chapters of Part Two deal with the economic impact of World 
War II on Latin-America. They consider largely matters of trade and finance 
and contain some exceptionally interesting discussions of points of economic 
theory as, for instance, an analysis which shows how unemployment and busi- 
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ness decline can occur in the same country simultaneously with monetary in- 
flation. The answer to the riddle lies in the fact that typically Latin American 
economies are not co-extensive with single-market areas but mere mechanical 
mixtures of heterogeneous elements, the behavior and fate of one element being 
unrelated to those of the others. Importers may be thriving while the peons 
on plantations, a few hundred miles inland, are starving. 

One point developed in this discussion may be worth mentioning. The con- 
clusion is reached, that a large part of the foreign exchange accumulated in 
Latin American Countries during the war will not be available for the purchase 
of much needed capital goods. Some of it has been dissipated and the rest 
most likely will be spent for the purchase of luxury consumers’ goods. 

The rest of the second part consists of the six chapters drafted by Virginia 
Coughlan. These chapters contain mainly brief items telling of specific measures 
taken in individual countries in adjustment to war conditions. The nature of 
these measures is suggested by the chapter headings: 11. Food Health and Hous- 
ing Programs. 12. Advances in Education. 13. Labor and Social Security. 
14. Land Reform and Agricultural Diversification. 15. Wartime Purchase 
Programs. 16. Planned Economic Development. These measures cover ac- 
tivities of both the United States and of Latin American Countries. 

These ‘‘handbcok” chapters, if one may characterize them as such, in distinc- 
tion from the more analytical or deductive chapters, contain a wealth of in- 
teresting factual information which may not be easy to duplicate. However, 
the average reader is somewhat at a loss to know how to evaluate these items. 
The warning given by the authors to the effect that in Latin-America, generally 
speaking, enacting a law is one thing, and acting upon it is quite a different 
thing does not exactly make this task of appraisal any easier. Nor is it any 
less difficult to size up the ultimate effect of the diverse policies adopted during 
the war by the United States Government toward Latin-America when the 
basic philosophy underlying these policies remains to this day in serious doubt. 
That doubt will not be removed without a titanic struggle of powerful groups of 
opposing interests. 

Perhaps it was the awareness on the part of the authors of precisely this diffi- 
culty which accounts for chapter one of Part Three which is entitled ‘‘Area of 
Agreement on Aims of Policy.”” Here the conclusion is reached that all compe- 
tent students of economic policy are agreed on the vital need of expansion of 
economic activity, but that there is lack of agreement on the way in which this 
expansion can be achieved. The authors reject both autarchy and imperialism. 
They favor international planning and advocate setting up special institutions 
for such planning including an International Investment Corporation, an Inter- 
national Labor Standards Agency, and an International Trade Corporation 
which is to supervise international commodities agreements and cartels, budget 
trade so as to maintain orderly balances of payments and form stabilization 
pools of commodities. Certain of these agencies have since been initiated at 
Bretton Woods, at San Francisco or elsewhere. 

Even such a cursory summary of recommendations reveals two facts: (1) 
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The strong influence exercised over this part of the study by Alvin Hansen and 
(2) the long road the economists of his school have traveled since the days of 
classical theory and laissez faire. 

Not the least important sentence of the book is the last. It is quoted in full: 
“This book is only’a beginning in the inquiry as to what must be done, but we 
believe that it does indicate the outlines of the situation and the directions in 
which vigorous action is required.” 

Judged on this basis, this book will be welcomed by all those whose philosophy 
is not unalterably opposed to planning of any sort. The drift from superficial 
romanticism to documented realism suggested by this volume appears to the 
reviewer both sound and significant whether the “Century of the Common 
Man” has dawned or is still shumbering in the womb of time. 

University of Texas E. W. ZIMMERMANN 


National Product in Wartime. By Simon Kuznets. New York: National 

Bureau of Economic Research, Inc., 1945. Pp. x, 156. Price $2.00. 

A wise man does not accept reports on critical military events until they have 
been confirmed by responsible officers. A judicious sports-writer does not 
accept a supposedly record-breaking performance as such until it has been 
officially endorsed. And American economists are not likely to accept as a true 
story the tale supposedly told by American product and income indices until it 
has been confirmed by Simon Kuznets. 

The present study is a report on the behavior of national product and related 
aggregates and indices in 1939-1943. It is well indexed, equipped with occa- 
sional helpful summaries, and rich in tabular material. 

The difficulties which always attend the measurement of national product 
in a dynamic peacetime economy are multiplied in periods of war. Weights 
and purposes change, and subtle shifts occur. Kuznets deals with these diffi- 
culties in Part I. He stresses the dependence of the concept and estimates of 
national product upon the purpose, or purposes, of economic activity. National 
product cannot be measured for the years of a major war as it is in peacetime 
because the customary long-run assumptions concerning the goals of economic 
activity are not basic [in such years]. 


If the social philosophy of recent years, which minimizes the system of values inherent 
in economic institutions and tends to subordinate it to some idea of a good life, of national 
glory, or of some other nebulous criterion deemed superior, is adopted, the net contribu- 
tion of economic activity will have to be measured on the basis of the new and extra- 
economic goals. The customary measures of national product assume not only the end 
purposes that guide economic activity but also that they are within the economic frame- 
work proper and are independent of goals that, however superior, are not reflected in 
economic institutions in their day to day operation. 


In an appendix Kuznets indicates the difference between his concepts and those 
employed by the Department of Commerce in arriving at the estimates usually 
published in the Survey of Current Business. 
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How much did gross and net national product increase in 1939-1943? What 
proportion of national product was absorbed by war? Whence came that part 
of the national product which was devoted to war? Out of resources unused in 
1939? Out of resources that would otherwise have been used to satisfy peace- 
time goals? Or out of increased efficiency? In Part II Kuznets attempts to 
answer these questions, and in so doing, arrives at estimates of price changes, 
efficiency changes, etc., thus providing information of importance to those who 
would appraise wartime fiscal policy and certain governmental controls. Here, 
as in Parts I and III, alternative estimates are provided, together with indica- 
tions of their comparative merits. National product adjusted for changes in 
resource prices and in efficiency increased not more than 50 per cent between 
1939 and 1943 and probably somewhat less, a conservatively estimated net 
rising from 71.6 billions to 107 billions, and a conservatively estimated gross 
from 78.8 to 117.1. This increase, notable in that it came after fairly prosperous 
1939, is comparable with that observed in 1933-1937 when the economy was 
moving out of a deep depression. The share going to war rose from about 1 or 
2 per cent in 1939 to about 40 in 1948. Not until after 1941 did the war sector 
expand at the expense of the nonwar sector. About one-half the increase in 
war output in 1941—43 ‘“‘was associated with drafts upon nonwar capital forma- 
tion and (to a minor extent) upon the flow of consumer goods.” This estimate 
differs from that of the Department of Commerce which puts at under three- 
tenths the draft made by the war sector upon the nonwar sector of the economy 
in 1941-1943. 

The movement of gross national product and its components in 1939-1943 
in some respects resembled and in some respects differed from the correspond- 
ing movement in 1914-1918. These similarities and dissimilarities are described 
and tabulated in detail in Part III and finally summarized in a conspectus. The 
main reasons for the differences are indicated. Kuznets’ findings, coupled with 
the fact that the war has continued 20 months beyond 1943, demonstrate that 
the “cumulative effects of war shifts on postwar prospects”’ will appreciably ex- 
ceed those experienced after World WarI. Of this we shall soon become aware. 

Duke University J. J. SPENGLER 


Price and Related Controls in the United States. By Seymour E. Harris. New 

York: McGraw Hill Book Co. Inc., 1945. Pp. 392, $4.00. 

The techniques of economic controls and policies are such an important part 
of modern life that economists can no longer confine themselves to academic or 
professional audiences if the full value of their work is to be felt. The economist 
knows that current economic problems such as price control, full employment, 
economic problems of trade and the like are not simple. He is faced with an 
extremely difficult problem in trying to present a true but understandable pic- 
ture to the layman. 

One of the techniques used is to produce a dual-purpose book by summarizing 
for the layman in a few chapters what is discussed more completely for the pro- 
fessional economist in the remainder of the book. The result is often unsatis- 
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factory for either audience. The summary is frequently boiled down to the 
point where nothing but conclusions are stated when what the layman needs is 
more rather than less explanation. For the economist, the work often appears 
disjointed and repetitious. 

In his latest addition to the many works he has produced in recent years, 
Professor Harris has chosen this method. This book is evidently designed both 
for the lay and professional reader and suffers from the defects of other dual- 
purpose books. Despite this limitation, the book is filled with a great deal of 
valuable information. Professor Harris’ experience for a period as Director of 
the Office of Export-Import Price Control of OPA, together with his extensive 
study of wartime controls has made it possible for him to make a comprehensive 
study in which theoretical analysis is tested by what has actually happened. 

Professor Harris believes that price control has worked. He proves it by 
comparing price rises during the present war with those occurring during former 
wars, particularly World War I. More than half of the rise in the cost of living 
took place before the price control act was passed. Once prices were put under 
control by the General Maximum Price Regulation of May, 1942, the rise in the 
cost of living proceeded very slowly. The most recent data cited are through 
March, 1944. Although increases have been made since that time, fundamental 
conclusions are undoubtedly true. 

Professor Harris concludes that despite control of prices, production has 
advanced very rapidly. The increase in production and other types of controls 
have, in fact, contributed greatly to the favorable results. Even with such 
favorable factors, ‘‘the large increases of incomes and cost would surely have 
resulted in large price rises,’’ without price control. 

Despite the evidence indicating that price control has kept prices from rising 
less than had it not been in effect, prices have risen. The explanation for this 
rise is a summary of the difficulties of price control. Certain increases were es- 
sential to act as incentives; a substantial increase in output cannot be obtained 
without it unless the government proposes rather complete regimentation. 
Prices have also risen because the complicated nature of the economy make the 
drawing of satisfactory regulations difficult, to say nothing of enforcement 
problems. Business has exerted powerful pressures for price making on a cost- 
plus basis and for upward adjustments even though the Emergency Price Con- 
trol Act did not promise 1936-39 profits to every producer nor continued profits 
on all items. 

All of these factors, according to the author, have resulted in price regulations 
far from ideal. Faced by the necessity for quick action and a multitude of com- 
modities to be controlled, the administrator has had to resort to formula pricing 
and freeze regulations. Such regulations, he believes, are generally unen- 
forceable. Since all costs may not be stabilized, there are frequent violations 
or new regulations are required. Formula regulations, in fact, become cost- 
plus regulations. Even dollar-and-cents ceilings are easy to evade unless 
quality is under control. 

The price control authorities have been further burdened by many exemptions, 
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but the worst yoke of all consists of political pressures. ‘Though price control 
is for the general good, any particular price measure which affects adversely the 
constituents of any congressional district is likely to encounter stiff opposition. 
A lamentable yoke for any government agency to carry.” 

The book next proceeds to a discussion of inflation and controls. A com- 
panion volume to the present work, ‘Inflation and the War and Postwar Econ- 
omy,” presenting more completely the material discussed in this chapter is 
promised. Most of the material in the chapter is familiar. ‘Price control is 
...a method for establishing prices by legal means, thus to circumvent the law 
of supply and demand, which, if allowed to take its course in wartime, would 
lead to high prices and low supplies—to economic collapse and defeat.”” Some 
price increases are necessary for the expansion of output required to prosecute © 
war. ‘The price increases up to 1943 were probably necessary. After that, the 
author believes, general price rises had little chance of increasing supplies. 

In further summary, Chapter III lists and discusses 18 principles of price 
control. Most of them have arisen out of the experience of the past few years. 
For example, it is stated that concentration, simplification, etc. will help; that 
it is imperative to consider regional variations; and that price control becomes 
more difficult as markets become more complicated. Yet despite the fact that 
these principles have been demonstrated by experience, it must be gratifying 
to economists to know that most of these principles were already predicted by 
the academic economists at the time price control was first instituted. 

The remaining chapters deal with a more elaborate analysis supporting the 
conclusions and summary presented in Part I. General Aspects of price control 
are discussed in Part II. Part III covers techniques, discussing in detail the 
freeze technique, formula pricing, dollars-and-cents and retail pricing and dif- 
ferential pricing. Case studies and special problems are discussed in Parts 
IV and V, related controls in Part VI, and the future of controls in Part VII. 

Certainly, the reader who conscientiously covers all the material presented 
in these chapters must be convinced of the administrative complexity of the 
problems of price control. We must agree with Professor Harris that the read- 
ing of Maximum Price Regulations is very dull indeed. He is to be compli- 
mented on the tenacity of his purpose and the ability to present the meat of 
what he has read to his readers. 

The book was written before V-E Day and, of course, it was impossible to 
predict what would be the future course of events. As this review is being 
written, we are awaiting word on V-J Day. By the time this review appears, 
we shall know more concerning the future of wartime controls. We entered the 
war with little or no experience with price control. We shall end the war with a 
great deal of experience, but Professor Harris is discouraging as to the value of 
that experience during the period of reconversion and demobilization. 

The author believes that the wartime approach to price control is not ap- 
propriate to the demobilization period. Wartime price policies have been 
based largely on past pricing practices and to some extent upon past costs. In 
the first place, the farther away the demobilization period is from the 1936-39 
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base period of profits and the 1941-42 freeze period, the less meaning these 
periods have. The many inadequacies of the system will not be tolerated in 
peacetime. However, he is pessimistic about the use of a more scientific method 
during the demobilization period. The time will be too short and regimentation 
will not be tolerated. The government, therefore, should concentrate on price 
control in vital areas. 

In general, he believes that price control should be maintained as long as there 
is a serious shortage at current and reasonable prices. Specifically, he cannot 
say how long that will be although for purposes of discussion five periods are 
assumed. The last period, ‘‘the long pull,’ perhaps 1948, should witness the 
termination of all controls. If general price control is maintained after that 
period, it will have to be put on a scientific basis with complete regimentation. 
Direct controls will act as substitutes for supply and demand in controlling 
distribution and employment. 

Several specific principles of price control to apply during the reconversion 
period are presented. The author does not believe that the OPA has faced the 
fundamental problems. Particularly, there is a tendency to face postwar 
problems as the wartime problems have been faced. 

Federal Reserve Bank of Atlanta. Cuartes T. Taytor* 

On military leave. 


* [The opinions expressed are those of the reviewer and do not necessarily express 
those of the United States Navy.] 


Providing for Unemployed Workers in the Transition. A Research Study of the 
Committee for Economic Development. By Richard A. Lester. New York: 
McGraw-Hill Book Company, Inc., 1945. Pp. xi, 152. $1.50. 

Mr. Lester’s report is part of the research program of the Committee for 
Economic Development, and as such was written primarily for the information 
of the more than 50,000 businessmen organized in local committees in more than 
2,000 communities by the Committee’s Field Development Division. A note on 
the Committee and its research program states: “Even with the best of tools the 
businessman knows he cannot be wholly successful in carrying out plans for 
postwar expansion unless national policies prevail that make business expansion 
possible. To define what these national policies of government, business, and 
labor should be to encourage higher production and more jobs is the special task 
of the C.E.D. Research Division. This is the purpose of the research reports, 
of which this volume is the fourth.” 

Mr. Lester divides postwar unemployment into the following categories and 
recommends different solutions for the different types of unemployment: 

(1) Reconversion unemployment during retooling of industrial plants. 

(2) Frictional unemployment arising from the delays involved in transferring 
labor and expanding facilities to meet shifts in demand from war to peace- 
time products. 

(3) Curtailed-spending unemployment resulting from a drop in the level of 

spending for all goods and services. 
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After surveying the nature of the problem, Mr. Lester considers the amount 
of the savings, both private and public, which are being accumulated to meet 
transition unemployment. His survey of wartime savings of workers shows an 
average of $750 of liquid savings per family accumulated during the 5-year 
period ending in mid-1944. He points out, however, that the bulk of the sav- 
ings by workers has occurred in families with an income above $3,000 per year 
and that less than half of the families experiencing total unemployment in the 
transition are likely to have savings sufficient to tide them over 3 or 4 months. 
Business reserves for postwar unemployment are also stated to be “not very 
significant.”” The $6 billion in the Unemployment Compensation Trust Fund 
to the credit of the 48 States, District of Columbia, Hawaii, Alaska, and the 
Railroad Unemployment Insurance Administration is considered an adequate 
reserve but Mr. Lester deplores the restrictions on its use even for persons elig- 
ible to draw on this reserve. 

The states and municipalities have also been piling up surpluses as a result 
of increasing revenues and wartime restrictions on expenditures. Besides 
paying off indebtedness, they have accumulated reserves for postwar construc- 
tion projects, estimated at $1.7 billion. 

Mr. Lester’s recommendations cover the fields of public action on unemploy- 
ment compensation, unemployment relief, education and training, and public 
works and action by private industry. The latter is limited to “existing plans 
for dismissal compensation and those negotiated by collective bargaining,” 
contract termination arrangements including ‘dismissal compensation as wage 
payment to compensate for failure to give two weeks’ advance notice of dismissal 
and as return travel expenses for workers whose travel to the war plant was 
financed by the employer,” but only for workers on prime contracts. 

He believes that unemployment compensation should be the chief means of 
providing for unemployed workers during the transition, and that certain im- 
provements are necessary if unemployment compensation programs are to 
perform their proper role in the postwar transition. In an appendix he lists 
data on unemployment compensation by states as of January 1, 1944, and in his 
text he summarizes the defects in the present laws: inadequate protection af- 
forded war workers, weekly benefits “unsatisfactory” in most states, and dura- 
tion of benefit payments ‘‘particularly inadequate.”” He points out that adjust- 
ment in the benefit provisions during the eight years since the laws were enacted 
“have lagged far behind increases in annual earnings or in levels of living.” 
He recommends extension of coverage to Federal workers, merchant sea- 
men and employees of small firms in industries now subject to the Federal 
Unemployment Tax and liberalization of the benefit formula to “provide a 
uniform duration of 26 weeks of benefits and a benefit ceiling of at least $20 a 
week for workers with base-year earnings equivalent to $40 or more per week.” 
He considers ‘‘a Federal guaranty fund, offering grants to exhausted state 
funds, the best device for stimulating the states to provide better benefits and 
more effective use of reserves during the transition.” 

In a chapter on Timing, Co-ordination and Comprehensiveness, Mr. Lester 
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recommends Federal enabling legislation by January 1945 and additional legisla- 
tion by the 46 states with regular legislative sessions in 1945. 

The recommendation on relief is for Federal grants to states on a matching 
basis for general relief. Such relief is to serve as a residual program to cover 
subsistence needs for those not covered or inadequately covered by the other 
programs. 

A transition program of education and training, both general and vocational, 
is proposed, designed primarily for persons experiencing reconversion or fric- 
tional unemployment. This program would be administered by states and lo- 
calities under plans approved by the United States Office of Education and 
financed by matched grants. ‘After referral by the United States Employment 
Service and acceptance by the educational authorities enrollees would continue 
to be eligible for the program up to 26 weeks and the limit would be extended 
to a year in exceptional cases.” During training, workers would be eligible for 
unemployment compensation but there is no discussion as to whether the 
trainees would have to be available for work as claimants for unemployment 
compensation must ordinarily be. ‘A wide variety of general and vocational 
courses would be offered, ranging from basic vocational courses such as shop 
arithmetic and simple book keeping, and elementary courses in subjects like 
reading, spelling, letter writing, and general arithmetic, to advanced work in 
such courses as international relations, government, economics, languages, 
chemistry, mathematics, and American history.” 

Mr. Lester urges that Federal, state, and municipal programs of public work 
be prepared to meet ‘“‘curtailed-spending” unemployment and that the Federal 
Government should adopt a program of matched grants to stimulate advance 
planning of projects. However, he considers ‘Federal exhortation and, if 
necessary, materials control . . . preferable to a Federal subsidy for non-Federal 
public construction as a means of gaining proper co-urdination and timing of the. 
program.” He recommends “highly flexible” transition programs of public 
works—projects which are elastic, which require small percentages of skilled. 
building labor and arrive at peak employment quickly. He urges planning of 
successive levels of projects for introduction if the volume of long-term unem- 
ployment indicates a need for them. These might include a Federal subsidy for 
the construction of private homes. 

Mr. Lester suggests that the programs recommended by him be placed in 
operation in the following order: ‘unemployment compensation, unemploy- 
ment relief, education and training, and public work. All should be in opera- 
tion before hostilities cease.” 

Mr. Lester’s study was completed in the latter part of 1944. Since then, the 
German and Japanese wars have ended, and the country is now (mid-August 
1945) in the transition period. With respect to unemployment compensation, 
which Mr. Lester considers to be the chief means of providing for unemployed 
workers during the transition, the Congress, in the War Mobilization and Re- 
conversion Act, approved October 3, 1944, provided for “advances to State un- 
employment funds,’’ but without the requirements of a minimum average rate 
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of contributions and a maximum benefit standard which Mr. Lester considered 
necessary to prevent abuse. The 1945 state legislative sessions have ended, 
and, although significant liberalization occurred, many state laws still fail to 
meet Mr. Lester’s benefit standards. 

The Congress is now faced squarely with the problem of prospective unem- 
ployment in the transition period. It will shortly begin consideration of national 
measures necessary to meet it. In most of the states further action will have to 
await regular 1947 legislative sessions, or special sessions will have to be called. 

The recommendations made by Mr. Lester have already provoked wide dis- 
cussion and disagreement, and they will continue to do so. The study deals 
with an explosive problem, with respect to which there is not now anything ap- 
proaching substantial agreement as to what additional measures, if any, are 
needed to meet it. Irrespective of disagreement with his program, however, 
Mr. Lester’s analysis and forthright recommendations constitute a contribution 
to the solution of the problem of transitional unemployment. His study will 
unquestionably be used in the formulation of policy on one of our most impor- 
tant post-war problems. 

Technical adviser to House W. R. Curtis 

Ways and Means Committee 

Washington, D. C. 


Recent Trends in the Demand for American Cotton. By Cyril O’Donnell. Uni- 
versity of Chicago Studies in Business Administration, Volume XV, Number 

1. Chicago: University of Chicago Press, January 1945. Pp. v., 53; Tables 

1-28 in unpaged Appendix. 

The future of cotton is of such vital concern to the South and to the nation 
that serious papers like that of O’Donnell deserve very careful study. He has 
analyzed factors influencing the demand for American cotton in the recent 
past, beginning his study with the derivation of a demand curve in the manner 
of Henry Schultz, then proceeding through analyses of interfiber competition, 
industrial uses of cotton, the effect of foreign-market developments, and of domes- 
tic government policies. O’Donnell concludes with a mildly optimistic chapter 
on potential future demand for American cotton. A short note on rayon tech- 
nology and a statistical appendix complete the study. 

The statistical analysis indicates that world business conditions and foreign 
supply have been of decreasing importance since World War I as factors affect- 
ing the United States price of cotton. The author points out that the decline 
in the significance of world business conditions is nothing more than a result of 
government policies of self-sufficiency during the 30’s, by which the “‘. . . domes- 
tic price structure for cotton was to a considerable degree insulated from the 
influence of foreign business activity...” (p. 3). Declining importance of 
foreign supply also is attributed to increasing economic nationalism. As a 
logical consequence of these findings, O’Donnell states a truth which is often 
minimized or overlooked. He writes, ‘‘Political and military objectives typically 
override economic welfare’”’ (p. 48). 
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Competition of rayon, silk, and wool is shown to have been serious, but de- 
velopment of new uses for cotton, and continued consumer preference for cot- 
ton in some fields, have kept per capita consumption in the United States nearly 
constant. Population increases have, therefore, brought about some increase 
in total consumption. Most important among new industrial uses of cotton 
has been the manufacture of tire fabric. 

European demand decreased rapidly in the period following World War I, 
but this decline was largely made up by increased demand from Asia. Japan 
took 11 per cent of U.S. exports of cotton in 1920, and during the 30’s more 
than twice as much, reaching a high of 30 per cent in 1934. This increase is 
said to have been due to Japan’s desire for dollar exchange, and her attempt to 
penetrate the Indian market for low-cost cotton goods. The greatest decrease 
in demand occurred in Germany, largely as a result of Schacht’s ‘““New Plan” 
of clearing agreements with Brazil, through which Germany took 60 per cent 
of that country’s cotton exports in 1935. 

Citing the well-known facts concerning the offsetting effects upon production 
of AAA acreage reductions and Soil Conservation service yield increases,and 
giving the facts about loan policies on cotton, O’Donnell concludes, ‘“The point 
seems clear that the effect of the Federal policy was to withdraw American 
cotton from foreign markets, and, in effect, hand those markets over to foreign 
producers” (p. 37). 

Since it is obvious that the United States cannot stabilize world production 
by unilateral action, the author suggests the possibility of co-operation in cot- 
ton production similar to that entered into by sugar producers. Such a plan 
has much to recommend it, and it is regrettable that O’Donnell dismissed it 
because of a few rather feeble objections. He says, first, that the plan, “from 
a social point of view...is unsupportable because the basic assumption is 
that the demand for cotton is static” (p. 39). This may be true, but it is irrele- 
vant. In a co-operative scheme, national quotas can be adjusted annually, if 
need be, to dynamic demand conditions. The ancient shibboleth of maintaining 
the high-cost producer is also brought forth as an objection to co-operation. In 
reality, a co-operative scheme would fix only maximum (not minimum) national 
quotas, and would attempt to fix a price suitable to the biggest and most power- 
ful producers. If the high-cost producer found it unprofitable to produce at the 
given prices, his demise would be just as quick as under a condition of complete 
laisser-faire. 

Basing his findings on the questionable assumption, “‘...the United States 
remains the most desirable area in the world for the growth of this fiber’’ (p. 
42) the author sees grounds for moderate optimism regarding probable future 
demand. He foresees increased demand due to industrialization of other parts 
of the world, and a consequent rise in income and further increased demand. 
Overlooking the relative unprofitability of long-staple cotton production in the 
United States, he says “...the recent trend towards the production of longer 
staple will enhance the competitive position of American cotton in the world’s 
markets” (p. 42). Finally, with the assertion that “the concentration of pro- 
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duction in the United States will be a great gain in a world which has abandoned 
a policy of self-sufficiency . . . ,”’ (p. 42), the author completes his chain of argu- 
ment leading to an optimistic outlook. It is difficult to follow his line of reason- 
ing with as much faith as he exhibits. 

The chief contributions of this study appear to the reviewers to be: (1) it 
brings together considerable data on inter-textile competition; (2) it rightly 
emphasizes the great importance of non-economic forces in shaping the destiny 
of cotton. These were among the author’s objectives, as stated in the introduc- 
tion to the study. The final chapter on future outlook, which is somewhat out- 


side the stated scope of the paper, suffers from what appears to be a rather hasty 
consideration. 


N.C. State College G. W. Forster 
University of North Carolina and 
Francis E. McVay 


Time Study and Motion Economy for Supervisors. By James D. Shevlin. Deep 
River, Conn.: National Foreman’s Institute, Inc., 1945. Pp. 73. $2.00. 
This little volume is one of many that have been published during the war 

to acquaint foremen and supervisors with the basic principles of motion and 

time study. Whereas most volumes of this type attempt to give supervisory 
personnel an acquaintanceship with the principles and practice of work simplifi- 
cation and rate setting so that they will thoroughly understand the work that 
is being done by trained engineers and co-operate with them, this book attempts 
to stimulate foremen to do their own methods work. While it cannot be de- 
nied that it is highly desirable for foremen to be motion conscious and alert to 
detect faults in operations under their control, there is some question as to the 
advisability of inspiring them further with no more background than this book 
provides. Indeed, from the point of view apparently in the author’s mind 

(there is no preface) the coverage is wholly inadequate and is generally less 

thorough than competing books with a less ambitious objective. 

The book covers operation analyses through the use of process charts, called 
in this volume, OTIS charts. The letters OTIS stand for operation, transpor- 
tation, inspection, and storage. The symbols are printed down the usual sym- 
bol column of the various types of charts. This, in itself, is a good idea in that 
it introduces motion economy to charting by making it unnecessary to draw in 
the conventional symbols. 

The basic principles of motion economy are presented in a very elementary, 
though entirely sound, manner. A child could be expected to assimilate the 
presentation readily. 

A superficial chapter on time study is included, although it is so misleading it 
might better have been deleted. The author dismisses leveling, allowances, 
and fatigue as being beyond the foremen’s scope, yet every foreman worth his 
salt ought to understand thoroughly these controversial aspects of time study 
if scientific management is being used in his plant. The author’s excuse for the 
omission is that ‘“No one expects foremen to be time study engineers... ,” as 
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if these topics were quite beyond a foreman’s ability to understand. At the 
same time, the foreman is urged to be his own methods engineer. Of the two 
professions, the latter is by far the more advanced. How a foreman can “put 
his O. K.” on a time study and have it mean anything on the basis of the dis- 
cussion given, is beyond comprehension. 

The entire volume is aimed at a very low level. It is too superficial and thin 
in content to do anything more than scratch the surface. The book does not 
have, nor does it need, an index. 

It may be that the book fills a need for the lowest level of employee but execu- 
tives wishing to introduce foremen to motion and time study work or ambitious 
foremen would do well to examine other literature of a similar nature in the field. 

University of North Carolina JoHN DyKsTRA 


The United States in a Multi-National Economy. By Jacob Viner and others. 

New York: Council on Foreign Relations, 1945. Pp. 174. $2.00. 

In this book experts discuss in a calm and dispassionate manner some of the 
important issues in international economic affairs: the colonial problem (Jacob 
Viner), lend-lease (Arthur D. Gayer), the International Monetary Fund and 
the Bank (Alvin H. Hansen), German reparations and our post-war merchant 
marine (William Diebold, Jr.), and post-war controls of the German economy 
and commercial policy for expansion of world trade (Percy W. Bidwell). Each 
of the seven essays grew out of discussions in which eighteen economists, bankers, 
and business men participated. 

As one would expect from the authors and the Council, the essays are scholarly 
in tone, carefully phrased, and well supported by factual references. Recom- 
mendations are, for the most part, on the conservative side and in line with 
traditional economic analysis. Professor Viner favors an American policy of 
“caution and reserve” in making proposals on the colonial question. Dr. Bid- 
well points out the need for tariff reduction, and Mr. Diebold, after stressing 
all the problems and difficulties that reparations payments raise, seems to con- 
clude that “the simplest and safest policy for the victors might be to reject the 
idea of reparations altogether.” Somewhat more vague is the recommendation 
that our merchant marine policy consist of operating “a modest excess over that 
tonnage which could be economically operated,” plus maintenance of a “size- 
able laid-up fleet,”’ and selling, lend-leasing, or chartering (which?) to foreign 
countries the remainder. 

Economists generally will agree with most of the suggestions and proposals 
made by the authors. One or two of them might, however, seem a little im- 
practical to legislators or business men, as, for example, that a United Nations 
Trade Commission be established and have as one of its functions “to restrain 
the exaggerated and uneconomical use of protective tariffs by the countriesthat 
are backward industrially.” It is not explained how the Commission would 
scrutinize the changes in tariffs proposed to stimulate new enterprises in such 
industrially undeveloped countries and determine in each case ‘‘whether the new 
enterprises would be reasonably sure of surviving with the aid of moderate 
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protection, and whether their establishment would result in diversification of 
industries along lines economically and socially desirable.” 

In discussions of controversial subjects, careful readers may question some 
statements. Among those that seemed questionable to the reviewer were: that 
international management of heavy industry in Germany would prove less in- 
efficient than former German management, and would, therefore imperil Ger- 
man living standards (p. 32), that German reparations equal to the value of 
goods stolen by the Germans would probably “exceed any amount which could 
practically be collected”’ from Germany (p. 68), or that all “legislation and regu- 
lations of the United Nations prohibiting trading with nationals of ex-enemy 
countries should be repealed”’ within three months after the signing of the armis- 
tice with Germany (p. 20). Would it be wise so soon to eliminate all possibility ~ 
of control over the transfer of Nazi loot between currencies and between na- 
tions? 

Professor Hansen mentions ‘‘countercyclical policy’? and the maintenance of 
“substantially full employment” and “general world-wide equilibrium.” But a 
discussion of the means and the problems of maintaining such a position would 
seem highly desirable, especially in the essay on expansion in international trade. 
World trade and international investment expanded in the 1920’s but the con- 
traction that followed was so sharp that the desirability of the previous expan- 
sion in foreign trade and investment was called into question. Exactly what 
measures should be taken to even out imports, loans, and financial withdrawals 
in order to prevent after this war a repetition of expansion and contraction, 
of boom and collapse, in international exchange? That might well constitute 
the subject matter of another series of essays. 

Duke University RicHarD A. LESTER 


World Grain Review and Outlook, 1945. By Helen C. Farnsworth and V. P. | 
Timoshenko. Stanford University: Food Research Institute, 1945. Pp. xi, 
319. $3.00. 

This is the first issue of an annual publication which replaces in part the Food 
Research Institute’s discontinued ‘‘Wheat Studies,” but which provides a 
broader coverage of the world’s leading cereal crops. 

After a brief survey of the important events in the grain world during the past 
fifteen years, there follows a detailed survey of major grain developments during 
the crop year 1943-44 in the principal countries of the world. In Part 1 the 
authors discuss Food Grains; in Part 2 the Feed Grains; in Part 3 the Grain 
Outlook for 1944-45 and Later Years. Part 4 contains the Statistical Appendix. 

In the first two parts the grain situation in each of the important producing 
countries or areas is considered separately. The economic factors influencing 
the production, trade, price, use, and competition of the principal grains in 
each area are discussed. The recent developments, such as war-induced distor- 
tion of European agriculture, effect of droughts, price and production control 
schemes, are brought in. 

On the basis of past history and present conditions surveyed in Parts 1 and 2, 
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the future situation in wheat is discussed in Part 3. The authors predict a recur- 
rence of the grain controls that were used throughout the world during the 
1930’s. Most of the wheat producing and consuming countries should plan for 
abundance but there are several reasons for believing that the “economy of 
scarcity” will prevail. In the first place, many leaders in countries that. have 
been on short bread rations in World War II will be convinced that a primary 
lesson to be drawn from the war is that their countries should strive for self- 
sufficiency in bread-grain production, even in the face of lower costs of -pro- 
duction overseas. In the second place, many war-torn countries may have little 
foreign exchange for importing grain in the early postwar period when they are 
paying heavily for necessary rehabilitation materials and equipment. In the 
third place, there may be drastic postwar price declines which will encourage the 
re-establishment of former grain controls. Present United States policy of main- 
taining domestic wheat prices far above the international level and simultane- 
ously insisting on wheat exports comes in for much justifiable criticism. Part 3 
is essentially an argument for free trade in wheat. 

Part 4, the Statistical Appendix, is an excellent compilation of statistics on 
grains, especially for the period 1934-1944. In addition to these reference 
tables there are many charts and tables throughout the book. 

The authors have accomplished well their designated task of comprehensively 
surveying the major grain developments in the crop year 1943-44, of discussing 
the outlook for grains in the current crop year, 1944—45, and of considering the 
longer term ‘‘wheat surplus problem.” This book should be of interest and 
value to those interested in agricultural economics, the food problem, and inter- 
national trade in grains. 

University of North Carolina Harotp Emerson Kiontz 
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Cancellation of war contracts has been an important factor during the last 
few months in a number of Alabama industries. The working forces at the ship- 
yards in Mobile have been sharply reduced. Cancellations have affected shell 
plants, box factories, and other manufacturers of munitions. However, no 
serious slackening of business operations has yet made itself felt. During the 
first six months of the year indicators of industrial and sales activity have gen- 
erally maintained levels which compare very favorably with those of the same 
period of 1944. The most conspicuous exceptions were the sharp declines oc- 
curring in April in coal and iron and steel which were occasioned by labor dis- 
putes. However, production in these lines recovered in May and June although 
not sufficiently to equal the same months of the year preceding. Construction 
as represented by the value of contracts awarded and the consumption of cement 
have consistently been well above the same period of last year and sales activities 
generally have been strong. 

The establishment of a number of new industries has been announced. Among 
these are a shoe-manufacturing plant and several factories for the manufacture 
of garments. A plant which has been manufacturing trailers for military use 
has begun work on contracts for building bodies for buses. The Rheem Manu- 
facturing Company has announced that it will use its Birmingham plant for the 
manufacture of water heaters, console heaters, floor furnaces, and a variety of 
basic household appliances. A considerable amount of interest has been ex- 
pressed in wood-working and dimension plants. In general a large number of 
industrial organizations have come into existence or have greatly expanded 
their operations during the war and now are seeking to adjust themselves to 
production programs which will fit peacetime conditions. 


* * * * * 


One measure of general economic interest that was enacted into law by the 
1945 session of the legislature was the establishment at the suggestion of the 
forestry services and the lumber industry of a severance tax on the cutting of 
timber. The revenue from this tax is to be used for the maintenance of a more 
adequate system of fire control in Alabama forests. 

The legislature also set up a special interim committee to conduct a study of 
the tax system of the state and to make recommendations to the next legis- 
lature for its improvement. Dr. Paul Alyea of the faculty of the School of Com- 
merce and Business Administration of the University of Alabama is to act as 
director of the study. 

The Alabama State Planning Board, the State Department of Revenue, and 
the Bureau of Business Research of the University of Alabama have been co- 
operating in a study of the effects of taxation on industrial concerns in Alabama. 
The study has been under the direction of Dr. Russell Larcom of the faculty of 
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the School of Commerce and Business Administration of the University of 
Alabama and will be completed by October 1, 1945. 
University of Alabama H. i. CHAPMAN 


FLORIDA 


The abrupt end of World War II finds Florida in a paradox of pessimism over 
unemployment resulting from termination of millions of dollars of war contracts, 
and of optimism over the possibility of great prosperity in the near future. A 
comprehensive picture of the economic past and possible future can best be 
obtained by probing widely into such fields as labor, transportation, oil, recent 
legislation, agricultural and general business activity, and both long-run and 
short-run plans for adjustment to peace. 

Pro-labor union forces were able to rejoice only briefly over a ruling this spring 
by the national War Labor Board upholding a finding of the regional board to the 
effect that Florida’s anti-closed-shop amendment to the state constitution is not 
applicable to union contracts already operative. In June the Federal Circuit 
Court of Appeals reversed this decision and upheld the controversial amend- 
ment in every particular. Holding that labor unions were subject to the police 
power, the court ruled that the total of union activity is directed toward eco- 
nomic objectives which involve purely commercial activities and which may be 
regulated by the state. The opinion replied to labor’s protestation that labor 
rights under the Federal Constitution were violated by stating that whatever 
was traditionally a part of the process of collective bargaining seemsto have been 
unchanged by the amendment. The court held that the closed-shop prohibition 
definitely did not violate the first amendment to the Federal Constitution by 
abridging freedom of speech or of press or of the right of assembly or of the right 
of petition to the government for redress. Allegations as to the amendment’s 
violation of the fourteenth amendment to the Constitution were also denied 
because Florida’s injunction against closed shops contains no prohibition against 
a citizen belonging to any union he chooses. The intent of the amendment 
seemed to the court to be a prohibition against requiring membership in a union 
in order for a citizen to be eligible to work. It was also decided that the anti- 
closed-shop amendment ‘‘does not deny the labor union member equal protec- 
tion of the law but appears to be designed io give to the non-union worker a 
protection of law which he had not heretofore enjoyed.” Further, the amend- 
ment does not conflict with any national statute regulating labor in interstate 
commerce. It was found to be dissimilar to anti-picketing statutes or statutes 
which require payment of a license by a labor organizer, both types of which 
have been declared illegal by the United States Supreme Court. 

The court did not express great concern over the fact that the prohibition 
against closed shops made it possible for non-union workers to share in the 
gains that have accrued through the efforts of the unions without bearing any 
of their burdens. The three judges defended this view with the analogy that 
“a substantial portion of the population in many communities have all the 
benefits of government yet pay no taxes.” An example cited was the “building 
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of a school house largely from taxes paid by corporations which have no children 
to educate.” The court permitted invalidation of closed-shop contracts cur- 
rently operative on the grounds that any agreement that affects the public 
interest is subject to the right of a state to prohibit whenever it is deemed by the 
state to be essential in the public interest. 

The American Federation of Labor has appealed to the United States Supreme 
Court against this decision. The unions have attacked six major parts of the 
court’s reasoning. They insist that closed-shop contracts are indispensable to 
workers as a means of obtaining job security, bargaining power and protection 
of working standards. Progressive thinkers throughout the state are dismayed 
at the narrow view taken by the court. The findings nullify hundreds of closed- 
shop agreements; years of patient effort by the unions have been undermined; 
and confusion prevails as to why corporations may make exclusive contracts for 
the purchase of some commodity but not for the purchase of labor services; or 
why the police powers of the state are permitted to be directed against organiza- 
tions the major purpose of which is to promote the very ends for which those 
police powers exist. 


* * * * * 


To a state that is widely dispersed and the major markets of which are very 
distant, transportation is a matter of greatest import. The decision of the 
Interstate Commerce Commission in the general class-rate investigation was 
widely applauded here not only because it ordered the railroads to eliminate 
unfair discrimination in class rates against the South but also because it de- 
manded discontinuance of the so-called Florida arbitraries, amounts equalling 
about fifteen per cent of the already high Southern class-rate scale which were 
added to the regular scale of rates on shipments of class-rated traffic to and from 
points south of Jacksonville. Eventual revision of rates required by the Com- 
mission’s findings is expected to provide opportunities for more manufacturing 
and make reconversion in Florida easier. Local organizations have voiced 
vigorous opposition to efforts of the railroads and northern industrial interests 
to secure a rehearing of the decision. 

The Florida East Coast Railway, with a main line from Jacksonville to Mi- 
ami, is a key link in the state’s transportation network. The long receivership 
of this carrier is nearing an end, climaxed by a heated debate over whether it 
should be controlled by the duPont interests, which own millions of dollars worth 
of land, paper pulp mills, commercial and investment banks and resort centers 
throughout Florida, or by the Atlantic Coast Line Railroad. The application 
of the duPonts to purchase the line was made several years ago. Only recently 
has opposition against it emerged. Arguments favoring control by the du- 
Ponts are: the carrier can best serve Florida as an independent line; the duPonts 
have guaranteed that directors of the corporation would be Florida citizens 
and that disadvantages of absentee ownership would thus be avoided; as an 
independent company the Florida East Coast Railway would receive more 
attention from other railroads running into Jacksonville and would assure 
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better competitive service. Opposing these arguments are those who main- 
tain that the Florida East Coast can attain prosperity only as a part of a large 
system, that the duPonts are inexperienced in railroad operations and that the 
vast duPont holdings in Florida have already given the organization too much 
control over the political and economic life of the people. The Southern Rail- 
way has intervened against acquisition of the Florida East Coast by the At- 
lantic Coast Line. The Southern claims that the Florida East Coast inter- 
changes much freight and passenger traffic with its connections at Jacksonville 
and that a combination of the Florida East Coast and Atlantic Coast Line would 
jeopardize this profitable and socially beneficial relationship. Settlement of the 
controversy rests with the Interstate Commerce Commission. 


* * * * * 


Dr. Walter Jones, State Geologist, has stated that the production of oil in 
Alabama’s new Gilberton area has been steadily increasing. Exploration con- 
tinues in this and other areas of the state. 


* * * * * 


The daily yield of Florida’s most productive oil well, located near Sunniland, 
has slumped from 327 barrels to 200 barrels. The two oil wells now in actual 
operation produced only 6,700 barrels during all of July. The presence of much 
salt water is a disappointing feature of both, and the extreme depth of these 
wells (one of them goes down 11,597 feet) makes drilling operations extremely 
costly. Notwithstanding these disappointments, large oil corporations and 
independent ‘“wildcatters’’ continue intensive and extensive explorations in 
quest of the state’s oil wealth. The state geologist has officially reported that 
in the last week of July drilling operations continued at six locations, that sites 
were chosen for two more wells, that operations were suspended at,two, and that 
two operations have been completed without production. 

Relying upon the experience of other states Florida’s recent legislature adopted 
what is considered an air tight legal code for the new oil industry. The law 
requires competitive bids for leasing of oil rights on state-owned land. The 
state is to receive a minimum of one-eighth royalty of any oil produced, rental 
payments and certain other considerations in cash. Leasing of more than 10,000 
acres in a single tract to any one person or group is prohibited. Clauses are 
also included to regulate oil-drilling operations, to conserve the newly discovered 
resource and to protect beaches from oil-drilling damage. 


* * * * * 


The legislature, which recently adjourned after a 113-day session, longest in 
the history of the state, enacted several other laws of economic importance. 
Large sums were appropriated to expand the home for the feeble-minded, the 
institutions for the blind and handicapped and other eleemosynary institutions. 
At the recommendation of the governor, the legislature made arrangements to 
match Federal funds which may later become available for unemployment relief 
and public works. To improve the management of pubiic moneys the governor 
was empowered to reduce the number of separate and independent state funds 
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from 270 to 5, an act that has already been accomplished. A veterans’ commis- 
sion was established and appropriated $150,000 a year to help servicemen and 
women obtain benefits to which they are entitled under state and Federal laws. 
Also members of the armed forces returning to civilian life were granted the 
right to claim a forty-acre homestead on vacant state land of their choice if they 
intend to start a farm. 

The State Improvement Commission, authorized by the 1941 legislature but 
never actually appointed and activated by the preceding governor, was em- 
powered by the 1945 legislature to plan, acquire, build and take over from the 
Federal government almost any type of property for the state or its subdivisions. 
The Commission possesses broad powers, but is specifically prohibited from en- 
gaging in private business for profit, or helping localities take over privately owned 
utilities. One of the first proposed projects of the Improvement Commission 
is to plan a big capitol center including several new office buildings in Tallahassee. 
In addition to the functions noted, the Commission may attempt to refinance 
obligations of state institutions with the object of lowering the interest rate 
from about four per cent to two per cent. The Commission is also the official 
agency of the state in all matters affecting aviation under any Federal laws now 
or hereafter enacted. 

The legislature failed to enact the administration-backed water-conservation 
bill. This means that for some time nothing very effective can be done to pre- 
vent current losses from diminishing city water supplies and from the increasing 
proportion of salt in the drinking water of many areas. Citrus groves have 
been injured by lack of water, and a declining water table is the explanation of 
the fact that over-drained mucklands in the Everglades are burning with the 
loss of millions of dollars of fertility. 

An extraordinary session, called for the specific purpose of reapportioning 
membership in the legislature, lasted 53 days. Membership in the House was 
quickly readjusted but a bitter sectional battle arose between North Florida 
and South Florida over control of the Senate. North Florida, which formerly 
had the larger population, the greater economic wealth and political influence 
has in recent years fallen far behind South Florida. During 1944-45 the North 
Florida counties had a population of only 809,094, paid approximately $24.6 
million in public revenues to the state treasury and had 20 Senators. South 
Florida counties with a population of 1,436,555, paid $64 million to the state 
and had only 18 Senators. In spite of the rapid economic growth of South 
Florida over North Florida and the mandate of the constitution to reapportion 
membership in the 1945 legislature as nearly as practical on the basis of popula- 
tion, the people of North Florida were reluctant to give up the political pre- 
dominance which they had long enjoyed. It is noteworthy that merchants and 
wholesalers of North Florida who have goods to sell and distribute in the penin- 
sula strongly supported the rapid economic advance of South Florida as an 
argument for removing the railroad rate arbitraries on class freight, but gave 
little or no weight to the identical argument when used as a justification for in- 
creasing the voting strength of South Florida in the state senate. After threats 
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of economic and political reprisals by powerful interests in the South Florida 
area, a fifty-day deadlock was broken. The dispute was settled by the addition 
of two senatorial districts to South Florida and the elimination of two districts 
in North Florida. 


* * * * * 


The Bureau of Agricultural Economics index of prices received by Florida’s 
farmers continues at a high level. On July 15 it registered 221 per cent of the 
1909-14 average, eight points above July, 1944. Cash receipts of farm market- 
ings during April amounted to $54,427,000, an increase of nearly $11 million over 
April, 1944 and brought the total income from January through April to $190- 
466,000. Daily rains over most of Florida during July improved pastures, sugar 
cane, late planted peanuts and sweet potatoes. However, they came too late 
to save the corn crop, which will be a million bushels less than last year, and at 
an unfavorable time for cotton and curing flue-cured tobacco. 

The 1944-45 citrus season, which closed in May, set a low and a high record. 
On the one hand it was the shortest shipping season since 1930. On the other 
hand the gross receipts were the largest of any crop in history. The estimated 
return of $163,640,000 is $13,920,000 more than last year. Prices were sky- 
high throughout the season. Through May 18 the average price at auction, 
including cost of hauling, processing and transportation to market, were: oranges, 
$4.46, grapefruit, $4.23, tangerines, $4.82. More than 40 per cent of the 
194445 citrus crop was canned. In 1936-37 canners accounted for 3 per cent 
of the orange crop; in 1944-45 they canned 31 per cent. In 1936-37, 37 per 
cent of the grapefruit was canned; in 1944-45 the proportion canned climbed to 
65 per cent. 

Prospects for a bonanza citrus crop next year were hit hard by the extremely 
dry spring weather. County agents estimate that approximately half of the 
early bloom is lost. The damage is so great that Florida may have less fruit 
next year than was marketed in 1944-45. 

Leaders in all phases of Florida’s citrus industry are keenly watching the ris- 
ing popularity of pink grapefruit, and the great possibilities in concentrates 
made from citrus fruits and the tendency to future overplanting and overpro- 
duction. In some cities the demand ior pink grapefruit has reached a point 
where white grapefruit is no longer acceptable to the trade. Unquestionably 
the growing preference for the pink variety, which is produced mainly in Texas, 
is seriously handicapping the distribution of fresh Florida grapefruit. Frozen 
orange juice concentrate, invented by Dr. A. L. Stahl of the University of Florida 
Agricultural Experiment Station, is now being sold commercially in the North. 
Dr. Stahl’s invention seems to meet the long felt need for a method of concen- 
trating orange juice in such a way that natural flavor is not lost. 

Citrus marketing organizations are seriously concerned over the possibilities 
of surpluses in the near future. They anticipate that in five years the annual 
output will be 50,000,000 boxes greater than at present. Plantings of new 
groves continue as fast as nurseries can supply the trees. Of the 50,000 acres 
set out in the last few years many were planted by growers to take advantage 
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of a ruling by the Treasury Department permitting them to charge most of 
the cost of such plantings to the expense of established groves. Before World 
War II the citrus industry was recurringly plagued with price-depressing sur- 
pluses. The long-run prosperity of thousands of citrus growers and workers 
hinges on the ability to avoid this evil. 

The bright leaf tobacco crop matured late this year. July rains caused much 
new growth and somewhat offset the early anticipated loss. The average price 
ceiling at Lake City, where the market opened July 24, was set at 40 cents a 
pound, one cent above 1944. Through the first week of August the Georgia- 
Florida markets moved 99,269,052 pounds. Shade tobacco prospects are good 
with yields expected to run about 1100 pounds per acre from 2300 acres, mak- 
ing an estimated production of 2,530,000 pounds. The marketing of flue-cured 
tobacco is nearly completed while shade tobacco growers are delivering their 
crops to processors. 


* * * * * 


A record number of cattle are now on the ranges, probably in excess of 1.5 
million head. Eradication of the Texas fever tick, increasing of pasture grasses 
by use of fertilizer and improvement of hardiness and quality of the stock by 
importation of pure breeds have finally established the cattle industry on a 
firm economic footing. But in recent days acts of God and man have created 
serious problems for cattlemen. Thousands of beef cattle have died on the 
drought-stricken ranges of South Florida. Black markets in meat are flourish- 
ing and cattle stealing has become a pernicious evil. It is extremely difficult 
to apprehend cattle rustlers because many of them own cattle, hold slaughter- 
ing permits and sell meat by the chunk or carcass to black-market dealers. 
OPA restrictions of slaughtering by small or Class II packing houses to 75 per 
cent of last year’s kill in order to destroy black-market operations created a 
furore. An editorial in the Florida Cattleman and Livestock Journal for July 
argued that the cattle industry has been built around Class IT slaughterers, 
which are located in and around heavy producing centers. With the war many 
towns formerly served by both large and small distributors have seen the large 
distributors leave and are now dependent upon small‘ slaughterers for meat. 
The forced cutback of production by small slaughterers deprived these com- 
munities of meat and encouraged sales to and purchases from black market 
dealers. Finally the OPA yielded to the cattlemen’s demands and announced 
an increase of 35 per cent in the number of cattle which Class II slaughterers 
could kill during June. Prices and quantities sold swung upward throughout 
the state at this announcement. 

It is doubtful if the severity of the attacks made against the OPA was entirely 
justified. The organization was not responsible for the lack of rain. Cattle 
thieving is a problem of local law enforcement. Also, it is clear that the black 
market was being fed largely by small slaughterers and had reached such dan- 
gerous proportions that restrictive action of some sort was necessary. However, 
there is evidence that national OPA officials handed down the ruling without 
sufficiently apprising themselves of the Florida meat situation or even consult- 
ing with local OPA officials. 
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Through April Florida’s share of major war contracts exceeded $1.4 billion. 
Expansion of shipbuilding accounted for 46 per cent of the total, and airports, 
bases, camps and housing for 37 per cent. Florida ranked fourth among the 
states in the latter category. Since 1941 Florida advanced five points above 
her pre-war level in rank among manufacturing states. . 

Between 1930 and 1940 the population increased faster than that of any other 
state. Preliminary figures on the official state census for 1945 reveal continued 
upward trends. The populations of the three largest cities for 1940 and 1945 
respectively are: Jacksonville, 173,065 and 206,442; Miami 172,072 and 192,122; 
Tampa, 108,391 and 125,877. The Federal Census Bureau has prepared a 
survey listing 17 points throughout the United States as having “‘superior pros- 
pects of retaining wartime growth.” These metropolitan areas were classified 
on the basis of their gains during the war together with their performance in the 
1929-33 depression and the boom of the late twenties. Three of the 17 favored 
centers are located in Florida, in the vicinity of Jacksonville, Miami and Tampa- 
St. Petersburg. 


* * * * * 


Records for issuance of building permits were recently broken in Clearwater. 
Between June first and twenty-third the value of building permits issued by the 
city of St. Petersburg was five times the value of those issued in June, 1944. 
During July building permits neared or exceeded past records in Lakeland and 
Winterhaven. Real estate continues to change hands rapidly. In July a 
single orange grove was sold for $190,000. May real estate transactions in 
Hillsboro County (Tampa) brought the total of such sales since January to 
$13.6 million, a modern record. A $250,000 canning plant is to be constructed 
at Arcadia; a new 16-inch water main costing $250,000 has recently been com- 
pleted from Lake Okeechobee to increase the water supply of Belle Glade; 
Daytona Beach is constructing a $105,000 sewage plant and has set aside a 
surplus in cash of $334,340 for expansion after the war; a Wauchula citrus 
canning corporation is planning a $100,000 addition. Actually, however, the 
anticipated benefits of many of the plans for future growth will not be realized 
immediately. In fact, at present private construction is at a virtual standstill 
because of shortages especially of lumber, the deliveries of which were recently 
cut 95 per cent by the War Production Board. 


* * * * * 


Federal Reserve indices of department store sales and debits to individual 
bank accounts for the past four months show a continuation of the record high 
levels of general business activity in the state. But in all six states of the 
Sixth Federal Reserve District the index of manufacturing employment for 
April, 1945 was below that for April, 1944. The index for Florida has fallen 
considerably lower than that of any other of the six states. 

However, there appears to be little reason for panic over recent curtailment 
of employment in war industries. Large reserves of state funds are available 
to provide jobs on critically needed public works. Immediately as materials 
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and labor become available the state road department plans to start spending 
about $20 million a year for new construction. The state has a $15 million 
post-war building program for its institutions. Additional amounts will be 
obtained from the Federal government and self-liquidating revenue bonds. 
Most cities and counties have reconstruction plans totalling millions. If the 
state through public works and private industry can’t provide enough jobs the 
Florida unemployment compensation fund holds $56,000,000 to help tide work- 
ers over. 
* * * * * 


On every hand one finds interest, varying from pure conjecture to diligent 
research, in the development of new products and new industries and in increas- 
ing the economic wealth of urban and rural districts by technological improve- 
ments. The plant, ramie, produces a white fiber of great strength which is 
more absorbent than cotton, gains strength when wet and is highly resistant to 
deterioration and rotting. More than 1600 acres in Florida have been planted 
with ramie and approximately 10,00C more acres will soon be added. The 
separation from the rest of the stalk of the inner bark in which the fibers are 
held together by gums and pectins presents the greatest difficulty in obtaining 
ramie fiber. Profitable exploitation depends largely upon the invention of a 
more practical and economical decordicating machine to perform the job of 
separation. If this problem is solved the tough and beautiful ramie fiber will 
seriously challenge cotton, wool, flax, rayon and other basic fibers. The June 
issue of the Monthly Review of the Federal Reserve Bank of Atlanta has this 
to say about the long-run potentialities of ramie: ‘Although the present activity 
in ramie is to a large extent a result of the war, it is quite unlikely to die down 
with the end of the emergency. On the contrary the war is probably merely 
hastening the birth of an industry that will take its place as a permanent part 
of the South’s economy. This industry promises, when fully developed, to 
have profound effects upon the region’s agriculture and industry particularly 
as they relate to textiles.” 

A recent industrial survey of hides and skins in Florida by the Florida En- 
gineering and Industrial Experiment Station of the University of Florida con- 
cludes that Florida has resources for at least two good-sized tanneries or several 
small ones. Favorable factors for location of a leather-tanning industry in 
Florida are, the large number of hides and skins available, abundant water sup- 
ply, high annual mean temperature, the possibilities of producing scrub oak- 
bark tannin locally. Factors on the unfavorable side are distance from markets, 
high fuel costs, light weight, spready and generally low-quality hides, hardness 
of water and lack of skilled labor supply. 

Plans are underway to convert Florida’s shipyards to manufacturing yachts, 
pleasure craft, structural steel work, barges, pumps, freight trailers, tanks, 
boilers and ship-repair services. Other products which are considered to have 
good possibilities for manufacturing in Florida are cans for the citrus industry, 
drums for pine products, kraft boxes, glass bottles, jars, crates, baskets, starch 
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from yams, rum from sugar-cane juice, agar-agar from seaweed, medicines and 
preservatives from phosphate, and dyes from citrus by-products. 


* * * * * 


The June Monthly Review of the Federal Reserve Bank of Atlanta notes 
that the port of Tampa in the future is expecting sharply increased tonnages of 
petroleum and tropical fruits over prewar years. More than 200 tank cars are 
reported moving daily from the docks, representing a movement that far exceeds 
prewar petroleum shipments. Currently, too, ships of at least a dozen lines 
are bringing in fruit from various Caribbean ports. 

Use of the new wonder insecticide DDT to wipe out the hordes of mosquitoes 
infesting the Florida keys is expected to make those islands livable the year 
round, and thus enhance their economic value. The state cabinet recently re- 
fused to sell 25 acres of mangrove swamp on Cross Key for $2500 on the grounds 
that any increment in value which may be added to these lands by DDT right- 
fully belongs to the people as a whole and no sales should be made until the 
effect there of the wonder insecticide has been demonstrated. 

If the undoubted long-run benefits of wise utilization and conservation of 
natural resources could in some way be translated into short-run profits labor 
and capital would be quickly attracted to much needed conservation work in 
Florida. The Soil Conservation Service has estimated that 74,120 man-years 
of labor are necessary to achieve full utilization of the state’s land. Of a total 
land area of 34,727,000 acres more than 5,309,000 acres now under cultivation 
are suitable only for occasional cultivation, grazing or woodlands. With proper 
utilization approximately 5.8 million acres not now in farms could be devoted 
to continuous cultivation. Principal labor requirements to accomplish the 
transition suggested by the Soil Conservation Service are for grubbing of fields, 
drainage, terracing, improvement of woodlands and dune and beach control. 

University of Florida WiuiaM H. JouBert 


* * * * * 


KENTUCKY 


The prospects are good for another large crop of burley tobacco in the state, 
second only to the record-breaking crop of last year. However, the Agriculture 
Department’s estimate is for a yield higher than that of last year in the other 
burley-growing states. If the sharply increased demand of the last few years 
for this type of tobacco is maintained in peace time, good prices are likely to 
prevail, though, perhaps, well below that of last season’s crop. 


* * * * * 


Kentuckians are rejoicing over the freeing August 25th of eight toll bridges. 
Four are on the Cumberland and Tennessee rivers in the western end of the 
state and two are across the Kentucky river. The four remaining bond-issue 
bridges acquired by the Commonwealth are expected to pay themselves out of 
debt at a somewhat slower rate. ‘he presence of a large number of major 
streams bisecting the state has retarded intrastate communication and made 
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highway building especially expensive in places. Toll bridges, however unsat- 
isfactory, are better than no bridges at all, but public resentment against them 
seems inescapable. 


* * * * * 


Distinct progress is being made in carrying out the Governor’s order to put 
the approximately 1400 employees of the Welfare Department under Civil 
Service rules. One of the first steps was to classify employees of the various 
institutions according to their qualifications and experience. Professor L. H. 
Carter of the University of Kentucky College of Commerce was asked to super- 
vise this work. The revelations made by an executive and also by a legislative 
committee of shocking conditions at the penal institutions relative to record 
keeping, among other things, prompted the move. 


* * * * * 


The widows and orphans were brought io the fcre once more by the insurance 
fraternity and an influential section of the press, to serve as the front for a strong 
protest against the wisdom of a 4-to-3 Court of Appeals decision subjecting an- 
nuities to ad valorum taxation by the state at fifty cents per hundred, the same 
rate levied upon other intangible property. There is no local levy upon such 
property since Kentucky’s system of classification does not permit it. There is 
no evidence that it has ever been the policy of the Department of Revenue (or 
Tax Commission) to omit such property. From the point of view of fairness 
and equity, there is everything to be said for its inclusion. The issue immedi- 
ately became political with the declaration by the Republican Party’s Jefferson 
County “legislative slate” of twelve that ‘we do hereby resolve and pledge 
ourselves to support legislation in the coming General Assembiy which will 
eliminate the evil features’ of the insurance tax. 


* * * * * 


The Court of Appeals has granted permission for a joint suit to be tried in 
Louisville to determine the validity of a 1938 act limiting the personal property 
tax rate on stored liquor to $1.25 per $100 of assessed valuation. The taxpayers 
bringing the suit claim the act was discriminatory and unconstitutional since 
Louisville taxes other personal property at $2.40 per $100. If the taxpayers 
lose the suit, that will be the end of the matter but if they win, it will be neces- 
sary for the city to bring individual suits to collect the back taxes. 


* * * * * 


It is difficult to appraise the probable effect upon the state’s economy of the 
long-awaited Interstate Commerce Commission’s order to revise Southern 
freight rates. No revision is likely to be an unmixed blessing. Louisville, for 
example, already had the cheaper rates to and from the north, as was true of 
other Ohio River crossing points. Kentucky points on the Chesapeake and 
Ohio and competitive lines received the same benefits. All points in Kentucky 
had the lower Northern rates for intrastate traffic. It remains to be seen what 
disposition the Commission will make of this segment of the rate schedule. 
University of Kentucky RopMAN SULLIVAN 
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LOUISIANA 


Business activity in Louisiana during June reached an all-time high, accord- 
ing to the state index prepared by the Bureau of Business Research of Louisiana 
State University’s College of Commerce. The rise over May was not great 
(2.4 per cent), and it was smaller than the gain between May and June last 
year (6.9 per cent), but the June, 1945, index was still slightly (1.3 per cent) 
above June, 1944, the highest month on record previously. Measured by pre- 
war standards, business activity in Louisiana during June of this year was up 
126.2 per cent. 

With the exception of March, 1944, the level of business activity in the state 
has been more than 100 per cent above its prewar level for well over two years. 
Whether business in Louisiana has reached its wartime peak, however, is prob- 
lematical. The continued upturn in statewide business in the middle of the 
year was due in large measure to the sharp increase in bank debits, after seasonal 
factors were considered. Some of the increase in this important component of 
the general state index can be traced directly to the Seventh War Loan Drive. 
The other major business indicators—department store sales, freight carload- 
ings, and payrolls—reflect the fiscal policies of the Federal government more 
indirectly. 

In terms of percentage change, practically the same number of state business 
series showed gains for June, 1945, over June, 1944, as showed losses. Percent- 
age increases were generally less than 10 per cent. Unusual increases appeared 
in building material sales (15.1 per cent), air express shipments (35.9 per cent), 
petroleum manufacturing sales (66.4 per cent), and the value of building con- 
tracts to be awarded (90.3 per cent). Exceptional decreases occurred in whole- 
sale hardware sales (11.2 per cent) and the value of building contracts actually 
awarded (57 per cent). 


* * * * * 


At the first meeting of the Economic Development Committee of Louisiana 
after its merger with the state Department of Commerce and Industry some 
months ago, Governor James H. Davis enunciated a 16-point program for the 
state’s economic development. His recommendations covered: (1) a complete 
employment inventory for the state, prewar, present, and postwar; (2) a com- 
plete survey of the state’s labor market, prewar, present, and postwar; (3) a 
study of the reconversion prospects of the state’s war industries; (4) an examina- 
tion of the state’s tax system insofar as it affects the location of industry; (5) 
an analysis of interstate trade barriers; (6) an inventory of the state’s physical 
plant—roads, bridges, buildings, drainage systems, etc.; (7) an investigation of 
the state’s unemployment compensation, welfare, and social service systems; 
(8) the development of a housing and redevelopment program for urban and 
rural areas; (9) the encouragement of parish and community planning; (10) 
the development of a co-ordinated research program for agriculture, industry, 
and commerce; (11) a review of the state’s educational system with particular 
attention to vocational training; (12) the organization of an adequate agency 
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for veterans’ assistance; (13) the development of small business opportunities; 
(14) the improvement of postwar tourist trade; (15) a re-examination of the 
adequacy of the present state planning set-up; and (16) a re-examination of the 
state’s governmental system with a view to increasing its efficiency. 

This ambitious program is already well under way. A considerable amount 
of work has been done on the employment and labor market surveys. The 
war plants of the state have been completely surveyed for reconversion purposes. 
By special legislative act the Louisiana Revenue Commission was formed to 
study all tax laws and practices and to make recommendations to the 1946 
session of the legislature on matters of taxation and interstate trade barriers. 
Twenty parishes have already set up parish planning boards with the assistance 
of the state Department of Public Works. A comprehensive report on a 
program of research in connection with the economic development of the state 
has already been prepared by the subcommittee on business and industrial 
research. A Small Business Advisory Board to help small business in the state 
and a department for the assistance of veterans have been created. Some action 
has likewise been taken with respect to virtually all of the remaining points 
in the governor’s 16-point program. 

For working purposes the Economic Development Committee functions 
through an executive committee made up of the chairmen of thirteen special 
subcommittees. The executive committee meets at least quarterly and serves 
as a board of directors for the committee as a whole. The present thirteen 
subcommittees comprise committees on agriculture and land utilization, busi- 
ness and industrial research, chemicals and plastics, community planning, edu- 
cation, recreation and health, fisheries and wild life, forestry, geological resources, 
housing, transportation, travel, and shipping, public works, labor, industrial 
relations, welfare and social problems, and information and publicity. 

The present annual budget for the state Department of Commerce and In- 
dustry and the Economic Development Committee of Louisiana is $110,000. 


* * * * * 


The war has effected great changes in the state financial picture from the 
standpoint of both state and Federal tax collections. During the fiscal year 
ending June 30, 1945, the state government collected $86,935,987, as compared 
with $64,475,531 in the fiscal year 1939-40, a gain of 35 per cent. In terms of 
dollars and percentage gain, the year of greatest increase was 1943-44, but the 
advance in state collections last year was substantial. 

The sources of state funds have been greatly altered by the war. During the 
year 1944-45 the principal sources of state revenue were the gasoline tax (21 
per cent), severance taxes (18 per cent), the income tax (13 per cent), and the 
1 per cent sales tax (12 per cent). The tobacco and alcoholic beverages taxes 
contributed 8 per cent and 9 per cent, respectively, to the state total. In the 
prewar year 1939-40 the gasoline tax yielded 28 per cent of the state’s revenue; 
severance taxes, 15 per cent; vehicle license and income taxes, 8 per cent each; 
the tobacco tax, 7 per cent; and alcoholic beverage taxes, 4 per cent. During 
that year there was no retail sales tax. 


et 
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Even greater changes have appeared in Federal tax collections. In the fiscal 
year 1944-45 the Federal government collected $347 ,926,377, as against $48,699- 
602 before the war (1939-40), an increase of 714 per cent. The rise in Federal 
revenues between the years 1943-44 and 1944-45, however, was the smallest 
annual increase since the war began. It is interesting to note that in the 12 
months prior to the end of World War I, Louisiana paid to the Federal govern- 
ment the then astounding sum of $35,000,000, or about one-tenth of what it 
paid last year. 

There have also been several important changes in the source of Federal reve- 
nues drawn from the state. In the fiscal year 1939-40, miscellaneous taxes 
represented 54 per cent of the total, income taxes 34 per cent, and employment 
taxes 12 per cent. In the last fiscal period (1944-45) income taxes provided 
54 per cent of the total, withholding (income) taxes 22 per cent, miscellaneous 
taxes 20 per cent, and employment taxes 4 per cent. There was of course no 
provision for withholding taxes prior to the year 1943-44, when the pay-as- 
you-go plan was adopted on a broad scale. 

* * * * * 


Reference was made in a previous issue of the JouRNAL to the revival of a 
proposal to construct a permanent deep draft channel from New Orleans to the 
Gulf of Mexico. A comprehensive report on the engineering, economic, and 
foreign trade aspects of the proposed tidewater channel has now been submitted 
to Brigadier General Max C. Tyler of the United States Corps of Engineers. 

This report forecasts a postwar river traffic through the proposed channel two 
to three times as large as the comparable prewar river traffic between New Or- 
leans and the Gulf and about twice as large as the traffic in the previous peak 
years of the twenties. Such a volume of traffic would mean a total movement 
of 21,000,000 to 23,000,000 tons of cargo annually and would represent $1,300- 
000,000 to $1,400,000,000 in commodity trade at 1942 prices. Of these totals 
it is estimated that the postwar foreign trade would amount to $900,000,000, 
and the coastwise trade would be over 8,000,000 tons or $500,000,000 under 
conditions of full employment. 

One outstanding step in the development of the postwar foreign trade of 
New Orleans and the Mississippi Valley was the recent opening of the Inter- 
national House in New Orleans. The International House will serve as a center 
for business, social, and cultural relations between the people of the Valley and 
Latin America. The project was undertaken several years ago by a group of 
interested New Orleans businessmen and is supported in part by a $10,000 ap- 
propriation from the state Department of Commerce and Industry. J. Stanton 
Robbins, former special assistant to Nelson Rockefeller, co-ordinator of Inter- 
American affairs, is managing director of International House. Staff members 
include interpreters and stenographers to help foreign visitors with business 
affairs. 


* * * * Ey 


The oft-repeated thesis that the future economic welfare of the South waits 
on the development of an economy in which agriculture, industry, and commerce 
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are more efficiently proportioned is borne out by the experience of Louisiana 
during the war years. Not only has the state enjoyed the greatest prosperity 
in its history during this period, but it has also achieved a better balance in its 
economy than ever before. Indeed it is doubtful if the state’s prewar economy 
could ever under any circumstances have produced the high material prosperity 
enjoyed by the wartime economy of the state. 

The transformation of the state’s economy from 1940 to 1945 may be seen 
in part in the shifts in population and employment. In 1940 approximately 
850,000 people in Louisiana lived on farms, in 1945 about 670,000, a decrease 
of 20 per cent. In 1940, 36 per cent of the state’s population could be classified 
as rural farm; today the rural farm population is less than 30 per cent of the 
total. This decrease in the farm population of the state has resulted in corre- 
sponding increases in the rural nonfarm and urban areas, since there has been 
little change in the state’s total population since 1940. In terms of employ- 
ment, this shift has meant proportionately greater employment in commerce and 
industry and proportionately less employment in agriculture. 

Furthermore, the character of the shift in Louisiana’s population since 1940 
has had several notable qualitative features. In the first place, the greatest 
decreases have occurred in the poorer farming areas of the state and the greatest 
increases in the industrialized areas where incomes are largest. Secondly, the 
greatest decreases have taken place among the farmers living on the smaller 
farms. Thirdly, the largest declines have been among the younger members of 
farm families. Many of the young men and women have gone into the armed 
services or war work. Unless they return to the farms, the population of the 
rural farm areas of the state will eventually decrease still further. Finally, 
many of the migrants from Louisiana’s farms have been Negroes. According 
to one authority, the net migration of Negroes from the state since 1940 has 
been approximately 100,000. 


* * * * * 


During the past two years many communities in Louisiana have established 
local committees of economic development as part of the regional and national 
C. E. D. program. In some cities extensive surveys of the postwar employ- 
ment and market situations have been made with the assistance of the Bureau 
of Business Research of Louisiana State University’s College of Commerce. 
Reports have already been published for Monroe, Shreveport, Baton Rouge, 
Bogalusa, and Lake Charles. These reports are now available from the cham- 
bers of commerce in those cities. Surveys are presently under way in a number 
of other cities, including New Orleans. 

Louisiana State University Rosert W. FRENCH 


NORTH CAROLINA 


The second quarter of 1945 was characterized by mixed economic trends in 
North Carolina. Employment in industry in May continued in a five month 
decline; construction contract awards fell off; debits to individual accounts were 
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steady to slightly increased; cotton consumption was practically unchanged; 
department store and retail furniture sales showed increases; cigarette manu- 
facturing took an upward turn. 

* * * * * 


Increases in the acreages of tobacco, peanuts, oats, and hay crops have failed 
to offset decreases in acreages of cotton, corn, wheat, and most other crops, with 
the result that total crop acreages in 1945 are approximately 4 per cent below 
the 1944 levels. 

The tobacco forecast indicates that the 1945 crop will be the second largest 
on record, exceeded only by quota-free 1939. Good prices explain much of the 
shift from other crops to tobacco. 

Examples of the shift from usual crops to tobacco are found in the case of 
sweet potatoes and cotton. North Carolina is the leading state in production of 
sweet potatoes, but current figures indicate reductions in acreage of 10 per cent 
from 1944, and of 15 per cent from the 10-year average. 

North Carolina cotton acreage in 1945 will be less than for any year since 
1872. The reduction from 1944 is 22 per cent, and from the 10-year average, 
30 per cent. The reduction has been greatest—50 per cent and more in some 
counties—in the tobacco section of eastern North Carolina, and least in the 
lower Piedmont. The condition of the crop indicates a yield of 400 pounds per 
acre, the fourth highest on record. 


* * * * * 


During the month ending June 15, the index of prices received by North Caro- 
lina farmers was at its highest point since 1924, having reached 188, compared 
with a 1909-14 base. Largest increases were found in poultry and poultry prod- 
ucts, which, at 218, were 20 points higher than they were a month earlier. Price 
per acre of land in North Carolina had risen 64 per cent above 1939 levels, as 
compared to a rise of 50 per cent in the nation as a whole during the same period. 
There is a real threat of a runaway land boom, which needs special observation 
in North Carolina, the only state in the fifth Federal Reserve District in which . 
prices have already exceeded the 1920 peak. 


* * * * * 


In July, the first of a series of weekly releases entitled ‘““Weather Effects in 
North Carolina,” was issued by the Bureau of Agricultural Economics and the 
United States Weather Bureau. This is the first evidence of the close working 
agreement which is being arranged between the two agencies in Raleigh, under 
the auspices of C. E. Lamoreaux, Meteorologist, and Frank Parker, Agricultural 
Statistician. 

* * * os * 


Continuing through May a trend of five months’ duration, employment in 
industry dropped from 1.6 to 2.5 per cent a month in the quarter beginning in 
March. Hours worked per week declined from 41.9 to 40.2, reflecting decreased 
employment and cuts in overtime. Average hourly earnings increased slightly, 
from 70 cents to 71.5 cents. 











200 STATE REPORTS 






A study of bank deposit trends since December 31, 1939, made by the Fed- 
eral Reserve Bank of Richmond, covering the fifth Federal Reserve District, 
(Maryland, Virginia, West Virginia, North Carolina, South Carolina, District 
of Columbia) shows that practically all the largest increases in bank deposits 
have occurred in the cotton, truck crop, and tobacco areas of the Carolinas. 

Only two large-city industrial counties in the district, Charleston County, 
South Carolina, and New Hanover County, North Carolina, in which Wilming- 
ton is located, showed deposit increases of over 100 per cent. In North Caro- 
lina as a whole, 84 of the 100 counties showed increases of over 100 per cent, 
and fifteen of these were more than 200 per cent above 1939 levels. Mecklen- 
burg County, location of the states’ largest city, Charlotte, showed an increase 
of 59 per cent. 

These figures emphasize the fact that agricultural reconversion in North 
Carolina will be of even greater immediate concern than industrial reconversion. 
Part of the large increase in farmers’ assets is attributable to the fact that farm 
prices have generally risen somewhat faster than non-farm prices. For the 
same reasons, however, they may be expected to fall faster after the war. 

North Carolina State College. Francis E. McVay 
University of North Carolina 


SOUTH CAROLINA 


Industrial and business activity in South Carolina have shown little change 
in recent months. Business activity, as indicated by debits to individual ac- 
counts of member banks, is higher than a year earlier. The textile industry, 
South Carolina’s largest manufacturing industry, is operating at a high level 
but is not turning out as much yarn as during the first three years of the war. 
The consumption of cotton by local mills during the first six months of 1945 
was 3.3 per cent less than during the corresponding period in 1944. Retail 
furniture sales during the first five months of this year were up 8 per cent from 
last year. Construction contracts awarded were down the first quarter of 1945 
as compared with the first quarter of 1944. 


* * * * * 


Income tax collections by the State serve as an index of income on the part 
of individuals. Federal income taxes, however, have been raised so much 
within recent years that they serve little or no purpose as a business indicator. 
Income tax collections during the fiscal year 1944-1945 by the state of South 
Carolina were more than four times as large as during the fiscal year 1939-1940. 
Collections from other sources except gasoline have also increased. Because of 
increased income on the part of individuals and the shortage of gasoline the rela- 
tive importance of these two largest sources of state income has changed. In- 
come taxes collected in 1939-1940 amounted to only $3,466,000 as compared 
with $14,800,000 in 1944-1945. Income from the gasoline tax decreased from 
$13,117,000 in 1939-1940 to $12,043,000 in 1944-1945. 

Total tax collections by the South Carolina Tax Commission during the 
fiscal year 1944-1945 amounted to $44,483,000 as compared with $43,244,000 
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a year earlier and $27,555,000 for the fiscal year 1939-1940. With public 
expenditures being greatly restricted because of the shortage of materials and 
labor since the outbreak of war and with larger tax collections each year the 
state has now had several years to put its financial house in order. Conse- 
quently when the war ends and material and labor become available for the 
construction of roads, bridges, schoolhouses or to make other public improve- 
ments, the state will be in a much better financial position than it was a few 
years ago. 

Taxes collected by the Federal Government in South Carolina during the 
fiscal year ending June 30, 1945 amounted to $181,345,000 as compared with 
$173,709,000 a year earlier and $105,674,000 two years earlier. The increase 
from 1943-1944 to 1944-1945 was largely the result of higher taxes rather than 
of increased income. Income taxes amounted to $163,776,000 of the total 
collected in 1944-1945, $158,250,000 in 1943-1944 and $91,777,000 of the total 
collected 1942-1943. 


* * * * * 


Agricultural production in South Carolina appears likely to be smaller than 
in 1944 but should be up to average. Preliminary estimates show a decrease 
in total crop acreage planted this year, continuing the downward trend of the 
past two years. The manpower shortage on the farm is, then, being reflected 
in crop acreage planted. The only important crop for which there has been an 
increase in acreage is tobacco, the South’s most profitable crop. This year 
120,000 acres of tobacco will be harvested which compares with 115,000 a 
year earlier and 96,400 acres for the ten-year average (1934-43). This year’s 
indicated yield, however, is slightly lower than in 1944 and total production is not 
expected to be very much larger than last year. Total production this year is 
indicated to be about 50 per cent above the ten-year average and if early season 
prices continue, the tobacco crop will bring farmers approximately $60,000,000. 
The 1945 peach crop is more than twice as large as the moderate size crop of 
last year and is nearly three times average production. This year’s crop has a 
value of about $17,000,000, more than twice that of any previous crop. The 
fall pig crop, according to farmers’ intentions, will be the same as last year and 
slightly below the 1934-1943 average. The total production of hogs in 1945 
is expected to be about 8 per cent smaller than in 1944 and about 2 per cent 
below the 1934-1943 average. The number of turkeys raised in the state in 
1945 will reach a new high. 

Should existing conditions continue farmers in South Carolina will enjoy an 
income even better than in 1944. Cash income of farmers from sale of crops, 
livestock and livestock products during the first five months of 1945 totaled 
$59,112,000. This compares with $48,885,000 for the first five months of 1944. 
The total cash farm income in 1944 from crops, livestock and livestock products 
amounted to $245,000,000 and government payments amounted to $10,000,000, 
making a total of $255,000,000. With lower yields indicated, the income from 
cotton in 1945 may be less than in 1944 but this decrease will be offset by greater 
returns from peaches, tobacco, and truck crops. 
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Total bond sales in the state during the Seventh War Loan Drive totalled 
$86,014,000. Sales since May 1, 1941 have totalled $606,932,245. The sale 
of E, F, and G bonds, which are generally bought by individuals, has totalled 
$308,000,000. When to these bonds cash on hand and money in the bank are 
added, a good size nest egg for post-war development is found available. 


* * * * * 


Farm real estate prices in South Carolina are now twice the 1935-1939 level. 
Only one state, Kentucky, has shown a greater percentage increase. The in- 
crease in South Carolina has been somewhat in line with the increase during 
and following World War I. South Carolina real estate prices rose to 230 per 
cent of the 1912-1914 average in 1920 but declined to 126 per cent in 1922 and 
to 57 per cent in 1933. Real estate values in South Carolina in July 1945 were 
203 per cent of the 1935-1939 average. Tobacco prices have greatly enhanced 
the price of tobacco land and the price of timber has greatly enhanced the price 
of land having timber. There is also a very strong demand for small farms well 
located with respect to industrial centers. Small or part time farms have been 
in increased demand for some time. 


* * * * * 


The South Carolina Agricultural Experiment Station has just published a 
bulletin entitled Agricultural Production after the War. The major objective 
of the study is to provide a measure of the extent of the problem of agricultural 
reconversion in South Carolina and to indicate some of the changes which may 
be necessary. The study suggests a pattern of land use for the state based upon 
probable requirements of agricultural products and anticipated yields from 
improved practices. Suggestions made are based upon the best available in- 
formation and the report represents the current thinking of a group working in 
close co-operation with farmers, agricultural administrators, and professional 
agricultural technicians. The report is not presented as a set of predictions. 

Farm Credit Administration, GLENN R. Situ 

Columbia, S. C. 


VIRGINIA 


Although the volume of war contracts in Virginia was second largest among 
the southern states, the immediate problem of reconversion after the war’s end 
is not proving generally serious. In the first place, a large proportion of war 
contracts was held by industries producing goods that can be sold to civilians 
with very little change in machinery or methods. This is especially apparent 
in textiles, tobacco, and paper products. The principal exceptions, munitions 
and shipbuilding, are concentrated in two areas. In southwest Virginia about 
10,000 employees in munition plants were released shortly after the war, but 
most of them quickly found other employment. In the Hampton Roads area, 
where over 75,000 persons were employed in shipbuilding establishments and 
naval installations, the situation may create more concern. 

A second factor to be considered is that before the war about 80 per cent of 
Virginia’s employment was provided by non-manufacturing activities. There 
is a large pent-up demand for workers in most of these lines, especially in retail 
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trade, lumbering, farming, transportation, and the service industries. These 
activities can easily absorb workers released from war plants and at the same 
time furnish employment opportunities to returning veterans. 

Moreover, before the war, Virginia was expanding rapidly industrially, and 
there is much evidence that further industrial development will occur after the 
war, thus providing additional demand for displaced war workers. Finally, 
some of the shock of reconversion in Virginia can be absorbed through the State’s 
comprehensive construction program for institutions and highways. Highway 
projects will provide employment for at least 15,000 people, and large sums will 
will be spent in building hospitals, educational facilities, and penal institutions. 
In general the reconversion picture in Virginia seems to be reasonably bright. 


* * * * * 


The financial condition of the state was further strengthened during the fiscal 
year ending June 30, 1945. Total revenues for the period were $170,407,655, an 
increase of $32,300,467 over the preceding year, while expenditures amounted to 
$135,783,318, an increase of $13,832,665. A surplus of $34,624,337 thus re- 
sulted from the year’s operations. Several appropriations were made from 
these funds, including approximately $9,000,000 to the Unemployment Compen- 
sation Fund, which now amounts to over $60,000,000. During the war Virginia, 
in effect, liquidated her debt and, at the end of the war, had a surplus of about 
$50,000,000. 

University of Richmond Grorce M. Mop.iin 











PERSONNEL NOTES 


J. Martin Bachemin, formerly Assistant Agricultural Economist, North 
Carolina State College, has accepted a position as Field Agent in the Cotton 
and Fiber Branch of the U. 8S. Department of Agriculture, in Montgomery, 
Alabama. 


Dr. R. J. Bennett, from West Virginia, will teach social science at Atlantic 
Christian College. 


F. M. Bernfield, assistant professor of business administration at The 
Citadel, is on leave as assistant to the Chief of the Machinery Division of OPA 
in Washington. 


M. L. Black, professor of accounting at Duke University, is working with 
the Office of Price Administration during the summer months. 


Lieutenant Colonel Daniel Borth, on military leave as professor of business 
administration and auditor of Louisiana State University, has been raised to the 
rank of colonel in the Quartermaster Corps. He is now chief of the Procedures 
and Stock Accounting Branch. 


Robert W. Bradbury, professor of business administration on leave from 
Louisiana State University, is now serving as civil air attaché at the United 
States Embassy in Mexico City. 


Dr. H. B. Brown, Jr., Dean of the School of Commerce and Business Ad- 
ministration, University of Mississippi, announces the formation of the Bureau 
of Public Administration as a part of the University’s political science depart- 
ment. Dr. Robert B. Highsaw will be director of the new organization, which 
will begin a study of the administration of natural resources of Mississippi in 
September. A long term research program is planned for the Bureau in the 
field of state and local government in Mississippi. 


Lauren F. Brush, instructor in accounting at Louisiana State University for 
the past three years, has accepted a position as assistant professor of accounting 
at Syracuse University. 


C. C. Carpenter, who has served as Price Executive of the OPA since April 1, 
1943, will return to his duties as professor of economics at the University of 
Kentucky in September. 


M. L. Clough, assistant professor of business administration at The Citadel, 
is on leave as assistant to the Vice President of Personnel, West Virginia Pulp 
and Paper Company. 


Dr. Mervyn Crobaugh, associate professor of economics, Washingtcn and 
Lee University, is on leave of absence, working on price control with the OPA 
in Cleveland. 
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Professor 8S. M. Derrick of the University of South Carolina is making a study 
of industrial taxation in South Carolina. The purpose of the study is to deter- 
mine tax differentials on manufacturing industries as compared with other 
kinds of business within the state. The study is part of the south-wide study 
sponsored by the Southern Committee of the Social Science Research Council 


Dr. Edna Douglas has resigned her position at the Woman’s College of the 
University of North Carolina to accept an appointment as assistant professor 
of economics at the Iowa State College at Ames, Iowa. She is to spend half 
her time on research in the field of consumption economics. 


Dr. C. F. Dunham, head of the department of accountancy at the University 
of Mississippi, is spending the summer doing practical accounting work for the 
accounting firm of M. M. Winkler and Company of Tupelo, Mississippi. 


Dr. E. J. Eberling, professor of economics at Vanderbilt University, serving 
as consultant to the War Department, the War Manpower Commission, and 
the Tennessee Unemployment Compensation Administration, has devised an 
Area Labor Market Reporting Plan which is now being introduced by the War 
Manpower Commission and the Social Security Board. _ 


Dr. W. J. Eiteman, a member of the economics department at Duke Uni- 
versity has been granted a leave of absence to accept a position with the Army 
teaching in the G. I. school in Paris. 


J. C. Ellett of the department of economics of Furman University is in 
military service. 


Dr. Clayton Ellis joined the staff of Mississippi State College on July 1, 
as associate research economist. Dr. Ellis is also an alumnus of the College 
and took his Ph.D. degree at the University of Virginia. 


Leo M. Favrot, Jr., professor of accounting and acting head of the department 
of economics and business administration at Southwestern Louisiana Institute, 
has resigned to accept a position as chief financial officer of the Simplex Cycle 
Company in New Orleans. 


Joe S. Floyd has resigned as instructor in economics from the University of 
North Carolina and has accepted a position as assistant professor of economics 
at the College of William and Mary, Williamsburg, Virginia. 


Dean Amos W. Ford, of the School of Business Administration and Economics 
of Louisiana Polytechnic Institute, has been appointed director of public rela- 
tions. 


C. G. Garland, assistant professor of business administration at The Citadel, 
is on leave in charge of training, in the personnel department of the Corning 
Glass Works. 


Paul M. Gregory has been appointed associate professor of economics at the 
Woman’s College of the University of North Carolina. Dr. Gregory served 
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during the academic year 1944-1945 as acting associate professor at the College 
of William and Mary during Professor Southworth’s leave. 


A. G. Griffin will continue on leave of absence from Furman University 
during 1945-46. 


W. R. Hammond, associate professor of economics, at the Northeast Junior 
College of Louisiana State University, has been on leave while completing work 
for his doctorate at Peabody College. 


John S. Henderson, who has just completed work for his doctorate at Louisi- 
ana State University, has accepted a position as instructor of economics at the 
Carnegie Institute of Technology. 


Henry George Hendricks will teach courses in economics and business ad- 
ministration at Furman University, Greenville, 8. C., during the 1945-46 session. 


Dr. Robert B. Highsaw has recently been appointed director of the newly 
established Bureau of Public Administration at the University of Mississippi. 
Dr. Highsaw, who received his doctor’s degree in political science from Harvard 
University in June of 1945, will also serve as an associate professor of political 
science. 


G. H. Hobart, who has been on the staff of Alfred University in New York, 
has accepted a position as head of the department of business administration at 
High Point College, High Point, N. C. 


Dr. B. B. Holder, assistant professor of economics and commerce, Washington 
and Lee University, will devote his whole time for the session 1945-1946 to teach- 
ing in the school of law. 


Dr. C. B. Hoover, professor of economics at Duke University, is on leave of 
absence serving on a special assignment by the War Department to set up an 
Economic Intelligence Branch of the Economic Division in the United States 
Group of the Control Council for Occupied Germany. 


EK. H. Howard, assistant professor of accounting, Washington and Lee Uni- 
versity, is on leave of absence, working on price control with the OPA in Roanoke, 
Virginia. 

M. D. Ketchum has been granted a year’s leave of absence from the University 


of Kentucky and has accepted a position as associate professor of economics at 
the University of Chicago. 


Professor E. A. Kincaid of the University of Virginia, has been appointed to 
the position of Vice-President of the Federal Reserve Bank of Richmond. He 
will continue on a part-time basis at the University of Virginia. 


C. H. Kreps, instructor in economics at Duke University, has accepted a 


position as associate professor of economics at Mount Union College in Alliance, 
Ohio. 
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Mrs. C. H. Kreps, instructor in economics at Duke University, has accepted 
a position as instructor in economics at Denison University in Grandville, Ohio. 


Eva Labbe has been appointed instructor of accounting at Southwestern 
Louisiana Institute. 


Dr. C. E. Landon, assistant professor of economics at Duke University, has 
returned to his teaching duties after a leave of absence in Washington where he 
was Business Economist with the Iron and Steel Casting Section of the OPA. 


Professor n° N. Latture, professor of sociology, Washington and Lee Uni- 
versity, is devoting a part of his time to work on labor cases, as arbitrator under 
the United States Conciliation Service. 


Dr. Mare C. Leager, professor of statistics and accounting, who has been on 
leave of absence as guest professor at the Woman’s College, University of North 
Carolina, will return to his regular duties at N. C. State College, University of 
North Carolina, in Raleigh, N. C., in September. 


Major R. D. McIntyre, who has been in the Army Air Corps since September 
5, 1942, expects to return to the University of Kentucky on January 1, 1946. 


John W. MeNeill, formerly associate professor of applied economics in the 
University of Richmond, has resigned his position with the Life Insurance Com- 
pany of Virginia to become associate professor of management at Fenn College, 
Cleveland, Ohio. 


Francis E. McVay, former assistant agricultural economist, North Carolina 
State College, has taken a position as Agricultural Statistician with the Bureau 
of Agricultural Economics, U. 8. Department of Agriculture, in Raleigh, North 
Carolina. 


Dr. Robert I. Mehr has resigned his position as assistant professor of econom- 
ics at the University of North Carolina and has been appointed associate pro- 
fessor of business administration, Butler University, Indianapolis, Indiana. 


The following additions have been made to the Business Administration fac- 
ulty at the University of Miami: E. Kidd Lockard, accounting; Ralph Sackett, 
economics; J. J. Steiner, economics. 


Lt. F. Byers Miller, associate professor of applied economics at the University 
of Richmond, is on leave serving in the Navy. 


Dr. George M. Modlin, Dean of the Evening School of Business Administra- 
tion at the University of Richmond, ws director of the University’s ESMWT 
program and has been serving as a part-time public-panel member of the Fourth 
Regional War Labor Board. 


Dr. R. O. Moen, professor of business administration, N. C. State College, 
Raleigh, N. C., has been doing some special work for the Raleigh District OPA 
office during the summer. He will return to his regular duties at the College 
in September. 
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Glenn D. Morrow, who served for a year as a member of the American Fi- 
nance Mission in Iran, returned in August to the University of Kentucky as 
research associate in the Bureau of Business Research. 


Howard M. Norton, professor and head of the department of secretarial sci- 
ence in the College of Commerce of Louisiana State University, was re-elected 
secretary-treasurer of the Southern Business Education Association at its an- 
nual meeting. 


Roscoe Oglesby will teach economics and Government in the Division 
of Social Studies, Sweet Briar College, during the year 1945-46. 


E. Z. Palmer has been granted a year’s leave of absence from the University 
of Kentucky and has accepted a research position at the University of Wisconsin. 


Dr. D. W. Parvin, associate research economist at Mississippi State College, 
was inducted into the service during the month of June, 1945. Dr. Parvin 
is a graduate of Mississippi State College and took his Ph. D. degree at the 
University of Virginia. 


Dr. M. O. Phillips, professor of economics and commerce, Washington and Lee 
University will return to his regular teaching duties in September, after a two- 
year leave of absence devoted to research and writing on industrial and com- 
mercial geography. 


W. J. Phillips, associate professor of economics at Southwestern Louisiana 
Institute, was made acting head of the department of economics and business 
administration upon his return from New York University, where he is com- 
pleting work for his doctorate. 


Dr. Raymond B. Pinchbeck, dean of Richmond College and professor of 
applied economics, returned to the University of Richmond on June Ist aiter a 
three-year leave during which he served with the OPA, then in the Navy, and 
later with UNRRA. 


J. Carl Poindexter, visiting associate professor of economics at Louisiana 
State University, has accepted a position as professor of economics at Roanoke 
College. 


Dr. B. U. Ratchford, professor of economics at Duke University, is on leave 
of absence to serve as Chief Economic Analyst with the Economic Intelligence 
Unit, United States Group Control Commission in Germany. 


Milton A. Reilly, instructor in economics at Louisiana State University, has 
accepted a position as professor of accounting and business administration at 
Simpson College. 


Burton R. Risinger, purchasing agent at Louisiana State University, has re- 
turned to the College of Commerce where he will serve as instructor of business 
administration and as assistant to the dean. 
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Prof. Ralph L. Sackett of the University of Mississippi is spending the summer 
completing the requirements for a Ph. D. degree in economics at Pennsylvania 
State College. 


Dr. G. T. Schwenning will continue on leave of absence from the University 
of North Carolina for the current academic year to take charge of the Business 
Administration courses in the Army University at Shrivenham, England. 


Francis 8. Scott is spending the summer doing graduate work for a Ph. D. 
degree at the University of Texas. Mr. Scott is an assistant professor of eco- 
nomics and is acting director of the Bureau of Business Research at the Uni- 
versity of Mississippi. 


Ewing P. Shahan, formerly at the University of Miami, Miami, Florida, 
and Director of Research and Statistics for the War Manpower Commission in 
Alabama, has been added to the staff of the department of economics and busi- 
ness administration at Vanderbilt University, Nashville, Tennessee. 


Professor Tipton R. Snavely, recently of the University of Virginia, has re- 
turned from Puerto Rico where he served as public member of an Industry Com- 
mittee of the U.S. Wage and Hour Administration. 


Dr. J. J. Spengler, professor of economics, Duke University, has been ap- 
pointed a National War Labor Board panel member. 


Professor C. P. Spruill has received his discharge from the Quartermaster 
Corps of the Army and has taken up his duties as dean of the General College 
and professor of economics at the University of North Carolina. 


Professor William H. Stead has recently transferred from Washington Uni- 
versity, St. Louis, Missouri, where he was serving as dean of the School of Busi- 
ness and Public Administration, to Vanderbilt University where he is chairman 
of the department of business administration and director of the Institute of 
Research and Training in the Social Sciences. 


Professor Malcolm D. Taylor, who has been on leave of absence the past year 
as visiting research professor in marketing of the Harvard Graduate School of 
Business Administration, will continue on leave of absence from the University 
of North Carolina for the current academic year to teach marketing in the Army 
University at Fontainebleau, France. 


Dean James B. Trant, of the College of Commerce of Louisiana State Uni- 
versity, has been appointed vice chairman of the Economic Development Com- 
mittee of Louisiana and chairman of its subcommittee on industrial and busi- 
ness research. 


Dr. R. H. Tucker, Professor of Economics, Washington and Lee University, 
is chairman of the committee of the state Chamber of Commerce on Taxation 
and Government, working on proposals for post-war taxation for the State of 
Virginia. 





210 PERSONNEL NOTES 


Dr. R. H. Van Voorhis, instructor in economics at Duke University, has ac- 
cepted a position as accountant for the West Virginia Paper and Pulp Company 
in Summerville, South Carolina. 


Dr. Weldon Welfling, assistant professor of economics at Duke University, 
who has been on leave of absence to work with the Steel Price Branch of the 
Office of Price Administration in Washington, will resume his teaching duties 
at Duke in September. 


Dr. Arthur M. Whitehill, Jr., of the University of Virginia, has accepted a 
research position with the Bureau of Population and Economic Research. 


Dr. D. A. Worcester, who has been an assistant professor at Louisiana State 
University for two years supplying while regular men were on leave, has gone 
to the University of Georgia as an associate professor and acting head of the 
department of economics. 


Dr. J. H. Workman, formerly assistant professor of social science at Atlantic 
Christian College, Wilson, North Carolina, has accepted the position of dean 
at Piedmont College, Demorest, Georgia. 


The following persons have recently become members of the SOUTHERN 
ECONOMIC ASSOCIATION: 

Brogden, E. O., Jr. Ens., SC, USNR, Navy Supply Depot, Kewale, FPO, 
San Francisco, California 

Ralph N. Davis, Box 216, Tuskegee Institute, Ala. 

Griffin, A. G., 910 E. Lake Drive, Decatur, Ga. 

Guyton, Grady, University of Mississippi, University, Miss. 

Leager, Marc C., 16 Maiden Lane, Raleigh, N. C. 

Masten, John T., 1216 W. Edwards St., Springfield, Il. 

Phelps, C. W., Managing Editor, The Journal of Marketing, University of 
Chattanooga, Chattanooga 3, Tenn. 

Snodgrass, Dena, Florida State Chamber of Commerce, Hildebrandt Bldg., 
Jacksonville, Florida. 

Snyder, I. W., Chief Technician, Florida State Planning Board, Box 149, 
Tallahassee, Fla. 

Stout, D. G., East Tennessee State College, Johnson City, Tenn. 

Vining, Rutledge, School of Rural Social Economics, University Station, 
Charlottesville, Va. 

White, Henry T., John Brown University, Siloam Springs, Arkansas 
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